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PREFACE 


This is the revised and enlarged edition of Industrial 
Problems of India, published in 1950 by the Economics Society 
Ramjas College, Delhi. During the last two years, economic 
trends in the country have shown considerable change. In view 
of this, it was felt necessary to bring out a new volume on 
industrial problems of the country. The previous essays have not 
only been completely re-written, but many new ones have also 
been added. It is now hoped that in its new form the book 
will prove more helpful to its readers. 

In the preparation of this volume, the editor has received 
generous co-operation from the members of the Economics 
Society, specially from Prof. K. N. Bhattacharyya and Prof. 
P K. Ghosh who have contributed a number of essays. We 
express our very sincere thanks to them. Thanks are also 
due to Messrs Manohar Lai, Paramject Singh and Prem Sarup 

for their help. » 

In the end, we are greatly indebted to the President of the 
Economics Society, Shrec B. B. Gupta, who has all along been a 
source of great encouragement to us. 


THE F.IMTOIt 
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CHAPTER I 


NEED FOR INDUSTRIALISATION 

Industrialisation has been a part of our national demand 
ever since the beginning of the national movement in the 
country. In the past our leaders-Ranade, Gokhale, Dutt , 
vehemently protested against being assigned the role of ‘hewers 
of wood and drawers of water.' They strongly pleaded for 
the rapid industrialisation of the country in order to solve 
the fundamental problems of poverty and unemployment. 
But the policy of the foreign Government in India could be 
little affected by the criticisms or the suggestions of our 
leaders. Consequently, the demand for rapid industrialisation 

remained only a national aspiration, a pious hope. \ et w e 
persisted in putting forward our demand for industrialisation 
L the hope that, sooner or later, we will win the necessary 
power to be able to occupy our due place among the industrially 

advanced countries of the world. Fortunately, that tune has 
now come. The chapter of foreign domination is at last closed. 
Now, wc may hope to build our economic structure according 

to the desired pattern. 

At a time like this, it is necessary to examine the issue 

of industrialisation afresh in terms of free and better Iuduu 
Such an enquiry will present to us a clear cut picture of the 

for, unless wo ore clear in respect of the objective, it tuff not 
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be possible to lay down and pursue any industrial policy on 
really sound lines. Incidently, this will also serve to satisfy 
those who seem to oppose industrialisation of the country on 
one or the other ground. 

Perhaps the most appropriate thing in this connection 
would be to examine the special benefits that are likely to 
accrue to the country in the event of proper industrialisation. 
Since the benefits of industrialisation are quite well-known, we 
will deal with them rather briefly. 

I 


Benefits of Industrialisation 

The low level and vulnerable nature of our economic 
structure are very well-known facts. At present we are depen¬ 
dent to a preponderant extent upon agriculture which, for 
obvious reasons, is an exceedingly uncertain industry, parti¬ 
cularly so in pur country where it is conditioned principally by 
the state of monsoon. As a result, the volume of production, 
on which depends the standard of living of the people, is sub¬ 
ject to wide fluctuations and great risks. This goes to affect 
adversely cot only the life of the ‘common man’, but also the 
financial resources of the Government. Besides this, the one¬ 
sided character of our economic system has given rise to a very 
serious economic dilemma. The dilemma, in simple words, is 
that the increasing population, in the absence of industrial 
development, is being driven to rural and urban occupations of 
very low productivity^ (disguised unemployment). The result 
is poverty which, in its turn, gives further fillip to the growing 
population, thereby accentuating the evils of unemployment 
and poverty still further. This is how the vicious circle of 
population pressure, lack of industries and poverty is conti- 
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nually feeding itself at the terrible cost of the masses in India. 

If we want to go ahead, the circle must be broken, for hi its 

presence no economic or any other progress can be possible. 
To achieve this, a well-planned industrialisation is indispensable. 
It will help in solving the existing economic deadlock in the 
country by bringing about a happy blending of agriculture and 
manufacture. This will lead to the growth of a balanced 
economy which is so vital for stability and progiess. 


^Industrialisation is necessiry even for the reconstruction 
and development of agriculture. As it exists to-day, Indian 
agriculture, which is the backbone of our national economy, 
is highly inefficient and backward. The chief cause of this 
backwardness is the toy-size of agricultural holdings which, as 
we all know, is mainly the result of the terrific pressure of 
population on land. The rapidly expanding population, ,n the 
absence of other outlets, is adding continually to the burden 
on land, resulting in smaller and smaller size of holdings. It 
is extremely difficult, nay even impossible, to make any 
improvements in agriculture unless the tendency to endless 
sub-division and fragmentation of holdings is arrested. The 
arresting of this tendency requires, above all. the provision of 
alternative occupations for the teeming millions in India. This 
can only be accomplished by the establishment of many more 
factory and cottage industries in the country. The pressure on 

land will then be reduced. Besides lightening the burden, 
industrialisation “will also provide the means lor supply ing 
agriculture with more power, better transport facilities, market- 
ing and similar services; and by increasing the number of 
income earners and hence the demand for (more valuable) food 
it would stimulate agriculture and more specially mixed 
farming .The experience of those more advanced countries, 
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which in the earlier periods of their development faced similar 
problems of poverty, illustrates the process by which agriculture 
is rationalised at the same time that an expanding industrial 
system absorbs a part of the rural labour force.” 

Again the growth of industries will increase the demand 
for labour and will thus tend to raise urban wages and, by way 
of reaction, also rural wages. But what is more significant, 
it will bring about the necessary occupational changes in the 
country which will raise the per capita income and hence the 
standard of living. Following the lines of Collin Clark, the 
working population of a countr}' may be classified into three 
broad groups : (i) Primary group, consisting of the workers 

engaged in hunting, fishing and agriculture, (ii) Secondary 
group, consisting of workers emploj’ed in mining, buildiDg and 
manufactures, and (iii) Tertiary group, comprising those 
engaged in trade, commerce, transport and service. A com¬ 
parative study shows that per capita income is less where the 
proportion of primary group workers is high, and that it rises as 
the proportion of secondary and tertiary workers goes up. The 
following table by Collin Clark bears it out clearly : 


1 

1 

Countries 

Average Keal j 
income in 
International 
Units per head 
in 1925-34 

i Primary 
j Croup 
Percentage 

Secondary 

Group 

Percentage 

Tertiary 

Group 

Percentage 

U. S. A. 

1368 

19.3 

~ 37.1 

49.6 

Canada 

1317 

34.5 

23.2 

42.3 

New Zealand 

1202 

27.1 

24.2 , 

48.7 

Great Britain 

1009 

0.4 

43.9 i 

49.7 

Germany 

| 049 

24.3 

38.5 

37.2 

Japan 

353 

50.3 

19.5 

30.2 

India 

1 110 

02.4 

14.4 

23.2 
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In advanced countries, a progressive transfer of working 
population from agriculture to industry and services has been 
going on for a long time. For example, in U.S.A. the propor¬ 
tion of workers engaged in primary group fell from 72.3 p.c. to 
25.4 p c. between 1872 and 1935. In Great Britain, it came 
down from 22.6 to 6.4 p.c. during 1841 to 1931; and in case of 

Japan, the same proportion fell from 84.8 p.c. in 1872 to 53 3 

p. c. in 1930. But in our country, the movement has been just 
in the opposite direction. According to the census of 1891, 

the population dependent upon agriculture was only 59.8 p.c. 

From that it rose to 71.3 p.c. in 1911 and by 1941 it had 
jumped to about 74 p.c. On the other hand, the percentage of 
workers engaged in industry came down to 9.97 in 1931 from 
11.76 in 1911—a fall of 15.2 p.c.- 

The shift of working population from primary to secondary 
production which is noticeable in advanced countries is in tune 
with certain basic economic trends. As a community gets 
more income per family, it spends a smaller proportion of its 
total income on food and a larger proportion on an increasing 
variety of other goods and services. The share of agriculture 
in total output is, therefore, bound to fall. Moreover, with 

increasing efficiency in agriculture, fewer hands will be needed 

to produce a given output. This means that rural income 
levels can be maintained or raised only when the proportion of 
the population engaged in agriculture is reduced. Statistical 
enquiries reveal that for every great region of the earth, income 
levels tend to be higher, smaller the relative importance of 
agriculture as a source of employment. This is the reason 
why we find a process of transfer going on in advanced 

countries for a long time. 



6 


INDUSTRIAL PROBLEMS OF INDIA 

Now, the means by which such a transference can be 
effected is industrialisation. It is accompanied by a marked 
fall in the proportion of primary workers and a great increase 
in the tertiary group. Thus for raising the per capita income in 
India, what is most urgently required is a reduction in the 
proportion of primary group workers and an increase in that of 
the secondary and tertiary groups. For this, industrialisation 

is a sine qua non. On the basis of statistical comparisons 

# 

Louis H. Bean says thati" the low per capita incomes of China 
and India could be doubled if, with more efficient use of 
human and natural resources, only 15 per cent of their 
working populations were shifted from food production to 
other pursuits, and that additional shift of less than 10 per 
cent would treble income.” The substantial increase in the 
national income which will be brought about in this way will, 
besides raising the standard of living of the ‘common man/ 
also increase the resources available to the state for financing 
schemes of economic and social reform, the vast scope and the 
urgency of which cannot be doubted. 

Industrialisation will produce yet another desirable effect. 
It will bring about the much needed development of the 
capital resources of the country by facilitating the accumulation 
of capital in a form in which it is readily available for invest¬ 
ment. The formation of well-organised industries will provide 
ample facilities for investment even for people of limited 
resouices. The habit of investment will develop which will 
benefit not only industry but agriculture as well. The increase 
in loanable capital, resulting from the growth of the habit of 
investment, will help to bring down the unduly high rates of 
interest which prevail in the villages,—a thing which is so 
necessary for the development of agriculture. 
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Yet again, industrial development finds an additional 
justification in the need for national defence. In this war- 
minded world, a country, even though desirous of living in 
peace, has to be prepared for all emergencies. So long as risks 
of war continue, peace and security which are so essential 
for the proper functioning of individual and national services 
can only be guaranteed in this way. Apart from this, in times 
of war it is not possible to depend upon other countries for the 
supply of essential things. The use of luxury goods can be 
curtailed or even completely postponed during war-period, but 
that is hardly possible in case of necessary articles. The 
terrible hardship suffered by the industrially backward areas 
in the recent world war, on account of their dependence on 
foreign countries for basic goods, are too fresh in our memories to 
be repeated. Thus some degree of industrialisation is necessary 

from the view-point of defence and security. 


Finally, industrialisation is also necessary for the fuller 
development of a man's personality. By creating newer outlets 
and opportunities for the exercise of diverse talents, it helps 
to build a more alert, practical and rigorous national outlook 
and character. There are, no doubt, certain valuable traits 
of character which agriculture also helps to develop, but 
Without undermining them, it has got to be admitted that 

agriculture, on account of the predominance of natural forces, 

tends to produce a passive and fatalistic outlook An attitude 
of general lethargy is born due to long period of seasonal 
unemployment, incidental to agricultural work. And what ,s 
still worse, agricultural economy is commonly regarded as a 
mark of backwardness which inevitably gives rise to a sense 
of inferiority complex in the people. To offset all such draw- 
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backs, a happy blending of manufacturing industry and agricul¬ 
ture is needed. This will enable the country to command 
more respect and prestige at the hands of others. Her status 
will rise and that will surely create in the people greater love, 
pride and patriotism for the country on which depends the 
independence and security of a nation’s existence 

Such is then the logic of our slogan “Industrialise or 
Perish . From this it follows that industrialisation is always 
desirable and today, it is particularly indispensable for us. It 

will increase our wealth and welfare by bringing about a more 

balanced economy in the country, and by guaranteeing a greater 

degree of security of existence. It should, therefore, occupy 

an important place in any scheme of economic planning for 
the country. 


II 


Fears and Objections 

So much about the positive benefits of industrialisation. 
Let us now briefly examine some of the fears and objections 
put foruard against the industrialisation of our country. This 
will go to complete the case and strengthen our demand for 
industrialisation. 

Now, among those who oppose industrialisation oftho 
country, we can discern two groups. In one group, we have 
the followers of Mahatma Gandhi who consider industrialisa- 
.on as an evil th.ng in itself. According to them, it lies at 
the root of violence, exploitation and war. It.eauses unemp- 
03 ment and makes work mechanical, turning craftsmen into 
cogs ln a soulless mechanism. It further leads to centralisation 
economic and social power which, in its turn, leads to very 
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serious consequences. In view of these and many other evils 
which result from the progress of modem industrialism, 
they do not want the country to join the race of industrials 

tion. 

It is, indeed, true that modem industrialisation is respon¬ 
sible for some of the above mentioned evils. It creates 
unemployment ; it leads to concentration of economic power; 
it produces great inequalities in incomes; and there is also the 
problem of trade cycle. But this should not lead to the 
conclusion that industrialisation must be stopped or abondoned. 
What is called for is not “no industrialisation,” but controlled 
and planned industrialisation. Industrialisation is a great 
power; it places at the disposal of man an enormous productive 
capacity. If it is used intelligently and in the interests of 
society, the lot of mankind will improve tremendously. The 
need is only to tame that power and entrust its utilisation to 
leaders who are known for their sense of public responsibility. 
In other words, indutrialisation can become a blessing to 
mankind, if it is subject to proper planning. Some of its 
evils can be cured by socialisation, while others by giving a 
proper place to cottage industries. Moreover, we mu6t remember 
that India cannot isolate herself from the rest of the world. 
We cannot shut out world factors. Obviously enough, when the 
world economy is being organised more and more on the basis 
of industrialisation, it will not be wise-nay, it will be 
suicidal—to abondon industrialisation. It is inescapable. 
Whether it will be a curse or blessing, that will depend upon 
how we tackle and execute it. 

In the other group, we have those persons who, though 
not against industrialisation as such, hold the view that it is 
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neither possible, nor it will be advantageous on the part of 
India to industrialise herself. Nature, they hold, has destined 
India to be an agricultural country. She is, therefore, advised 
to specialise in agriculture where she has considerable natural, 
traditional and cultural advantages over others, and not to 
fritter away her resources by attempting to plant industrialisa¬ 
tion on an unsuitable ground. If an attempt is made to indus¬ 
trialise the country, it will only result in disturbing the existing 
division of labour among nations, leading to international 
economic disintegration. Not only that, it will also divert the 

limited amount of capital available for investment in agricul¬ 
ture. Consequently, the development of agriculture, the 
principal occupation of the masses, will be unduly arrested. 
Industrialisation is thus made out to be unsuitable for India. 

Perhaps, a few typical statements from the thinkers of 
this group may help to know their view-point better. In one 
of his articles in the Economic Journal, J. M. Keynes observes : 
“It is an unfortunate consequence of the British connection 
that industrialisation should present itself to India as the royal 

road to prosperity.Because England in the Middle Ages 

bore many resemblances to India and because industrialisation 
has since made England rich and powerful, the subjection and 
poverty are due, it is thought, to the absence of it. Improve¬ 
ments in communications have led to some degree of specia¬ 
lisation among nations, and if regard be had to climatic 
conditions and to the aptitude and habits of her people, it 
seems hard to believe that India will not obtain more wealth 
by obtaing from the West in exchange of her raw materials’ 
most of those commodities which she now obtains in this 
manner than by diverting her capital and her peasants from 
the fields of the country to Bombay in order to make them 
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herself.” 

A more recent statmnent 

'^o in 1941 observed as fo^ serfous draw . 
heterogeneous resource , enervating climate, lack of 

backs in industrial powe , he bere 0 f organi- 

industrial leadership and grave de ~ ^ ^ chic fly because 

sation and finance. P -afforded by other uses. 

of the superior attractions an se ‘ conclusion 

Labour is inefficient and ~ ^ ^ upon the 

" TVwe scale TndXial development.Capita, invest 

^ rU ' al 

employment.” 

Benham in a very rec te this are victims of & 

suspect that some of thosejvho ^ ^ becau6e m0 st rich 

simple logical fallac). * ir country will become rich, if it 
countries are mdustnahse ^ that because most 

industrialises. One mig j smoke cigars to 

wealthy men smoke cigars, one has onl> 

become wealthy. 

• „ the above arguments and find out the 
Let us examine the ab S ^ ^ do not find an y 

truth contained in them. ^ has destined India to be a 

fault with the statemcn A icu i tu re has been and will 

first-rate agriculture c0 " n J u But this is no argument 

continue to be our staple 1 / It is not necessary 
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be unfit for manufacturing industries. If resources permit, a 
country can and should plan for a simultaneous development of 
agriculture and manufacturing industries. Both of them are 
essentially supplementary in character and notable success 
cannot be achieved in one unless there is simultaneous develop¬ 
ment in the other. Again, development on such lines consti¬ 
tutes a valuable insurance policy against unsettled times and 
has decided advantages in the long run. India with her teem¬ 
ing millions, vast area, rich and varied resources is poten¬ 
tially capable of developing a balanced economy like that of the 
U. S. A,, or France. And when this course of action has so 
many advantages to offer, there is no reason why our vast 
potentialities in this respect should not be tapped. 

Again, the argument that Indian industrialisation will 
disturb the existing division of labour is, indeed, funny, 
and even misleading. The present international specialisation 
is not an ideal one ; and even if it be so, nothing would be 
gained by leaving productive resources idle for fear of devoting 
them to purposes which fall short of an ideal international 
division of labour. It must be remembered that the cost ratios 
in different countries, on which the present specialisation is 
based, are not fixed for ever. With the help of suitable policies, 
the cost factors can be successfully changed. So there is no 
Tcason why India, a poor country, should “accept as a datum 
a specialisation among regions which, since it is based on 
existing cost relationship, is rational only with regard to given 
conditions of under-development.” The stand becomes all the 
more justified when we remind ourselves of the increasing 
desire on the part of industrially advanced countries to develop 
Agriculture to the utmost limit of their resources. In brief, 
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there is no fixed pattern of specialisation for each country winch 
may hold good for ever; nor is there any competent world- 
body to see that no country makes any encroachment upon a 
domain which is ear-marked for another. In view of this, it is 
highly unjust to ask India to remian agricultural m the name of 

geographical specialisation. 

Yet again, the growth of industrial development in the 
country is often objected to on the ground that it would 
adversely affect the marketing of agricultural products. It is 
argued that if India begins to manufacture the goods that she 
now imports, the volume of import trade will be considerably 
reduced. This will create scarcity of exchange resources for 
our customers abroad and will thus imperil our export trade. 
But this way of reasoning is equally unsound It assumes, a 
static character in the demand for commodities and m the 
composition of foreign trade for which there can be no jusifica- 
tiorn The growth of industries will, no doubt, curtail the 

imports of certain kinds of goods. But at the same time it 

will also create new avenues for the utilisation of imported 
articles. For some time to come, there will be the need for » 
l ar „e scale importation of capital goods, technical skill and 
experience. The rise in income, which will be brought about 
as a result of industrial development, will increase the demand 
for many other goods, particularly luxury goods most of which 
will be obtained from other countries. In this way, impor 
trade will be maintained. The statistics of Indian trade 
support this contention. Since 1930 industrial production has 
considerably increased in the country. We produce today 
most of our sugar, cement, paper, [cloth, iron and steel goods 
But it cannot be said that as a consequece of this, our expor 

trade has suffered. 
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Akin to this is the fear entertained by certain people in 
the old advanced countries that industralisation of undeveloped 
countries, like India, will harm their interests. They argue that 
since labour in India is very cheap, once it is equipped with 
modern machines it will turn out goods at such low costs that 
•the advanced countries, due to their dear labour, will be 
simply unable to compete. The market of advanced countries 
will thus be steadily shaved off as former customers learn how 
to make imported goods for themselves. The result will be 
less of jobs and undermining of living standard. Aceording to 
fhis view “Capital and know-how had better stay at home to 
give employment to home labour and opportunities to home 
business firms, instead of going abroad to provide jobs for 
foreign workers and to build up foreign competitors.” The 
exports of machinery and their capital goods to the new coun¬ 
tries, the pessimists say, will amount to an economic suicide for 
the future on the part of old industrial countries. 

The above fear is equally unfounded. There are abundant 
statistics to show that as manufacturing industry develops, buy¬ 
ing power also increases and so does the demand for imports. It 
is, no doubt, true that as a result of industrialisation, the 
imports of some products will go down, but the very process of 
industrialisation will make it necessary that there will be more 
imports of other goods. The importance of foreign trade of the 
newly industrialised countries in relation to total world trade 
will, therefore, increase rather than decrease. This is what the 
history of industrial development of several countries like New 
Zealand, Hungary, Bulgaria, and Japan reveals-. On the 
strength of experience and reasoning, it can be safely said that 
industrialisation of an agricultural country will lead to a more 
intensive world economy in which the old industrial countries 
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would be exporting more of their other kinds of mdustaa 
goods. It needs to be remembered that prosperity is a mul¬ 
tiplying, not a dividing process. No one, of course, den,es that 
-the industrialisation of new countries involves losses and hard¬ 
ships for special industries and the painful necessity of adapta¬ 
tion to the structural changes implied by ,ndu.tr,al,sat ,om Bu 
it is necessary to keep the general aspect separate from 

special problems. 

Let it also be said in this context that prosper,ty, like 
peace is indivisible. There cannot be any significant and durab e 
prosperity in one country as long as there are hosts of peop e 
living on the margin of poverty elsewhere. It is ,n the interests 
Of prosperous c.untries to have r,ch neighbours This ‘ 
necessary, not only because they will be better customers but 
also because poverty-stricken areas easdy become festermg 
trouble spots. Walls of isolation cannot be bu.lt high enough 
to keep out the germs of disease, discontent or unrest. Disease, 
it must be remembered, is no respecter of frontiers, spec,ally 
today when|“planes fly daily between the most out-of-the-way 
Places which may be incubation centres for epidemics, and the 
m0 rc fortunate lands, where pestilences arc rare and ,mmun,t, 

, . u ” As such the prosperous countries must actively help 

She development of backward areas. That is the way to 

insure peace and prosperity in the world. 

Moreover the industrially advanced countries should also 

„ tA ; hftt the modernisation of the less developed areas cannot 

” ted That will be pushed ahead regardless of their 

he prevented That n ion has shown how a back- 

^Sol™ moll itself even in the teeth of outside 
:"ne necessary capital can be accumulated inter- 
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• nally by cutting down consumption. This will surely involve 
great suffering in case of those areas where the consumption 
level is already very low. But for many, perhaps, no sacrifice 
will be too great in order to establish modem industry. So, as 
E. Staley observes, “the real choice before the industrially 
advanced countries is not ‘shall there be economic develop¬ 
ment elsewhere or shall there not ?’ The choice is between 
positive co-operation in that development or indifference and 
antagonism towards it.” An attitude of hostility on their 
part can only delay the process of industrialisation. That 
is all. 

So we find that the case for India's industrialisation is, 
indeed, very strong and convincing. It is desirable both from 
the national and the world point of view. Necessary as 
industrialisation is for us, we examine in the following chapter 
the progress that the country has so far made in the field of 
industrial development. 


% 


CHAPTER II 

INDUSTRIALISATION IN INDIA 

Industrial Workshop of the World 

Long before the industrial and commercial revolutions of 
the 19th century, India was known as the "Industrial Work¬ 
top of the World". She had reached a very high stage of per- 
feet ion in industrial arts, notably in the production of highly 

delicate and artistic cotton and silk fabrics, wood and .very 
• . 0,1 in the working of metals and prec.ous stones. Evi- 

“ £ f"ctis foundfn various publications that deal with 

den • conditions of India in earlier times. The Report 

the economy i^i contain8 8uffici ent materials 

h chbear eloquent testimony to the great industrial supremacy 

t ndia to the days gone by. The Report begms wrth the 

following memorable words. “At a time when the rest of 

f hirth nlace of modern industrial system, was in- 

Europe, t P j ndia wa8 famou s for the wealth 

that of the more advanced European nat.ons . 
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Our manufactured goods, on account of their artistic 
excellence and yet not sacrificing utility, enjoyed word-wide 
celebrity. They were in great demand in every part of the 
civilised world. We had a very flourishing export trade in 
manufactured goods. And “to the great dismay of foreign 
countries, the most significant feature of this trade was the 
one-sided importation of precious metals into India”. 

II 

Decay of Indian Industries 

Towards the end of the 18th century, Indian industries 
began to decline fast. Many factors contributed to this 
decline. One important cause was the disappearance of the 
native Indian courts, and the consequent loss of their patro¬ 
nage to our industries. The Indian courts, princes and 
Nawabs were great patrons of art and industry. They were 
not only the main source of demand for artistic and luxury 
goods, but they also retained some of the best craftsmen, 
giving them a regular salary. With the political supremacy 
of foreign nation, Indian courts disappeared, and the number 
and position of noble families also began to decline fast. 
Naturally this struck a very serious blow at our handicrafts. 
Another contributory factor was the decrease in demand for 
the products of our industries on account of changes in tastes 
and ideals brought about by the impact of western civilisationi 
It is generally the ways and ideals of the rulers that become 
the models for the people to copy. As such with the estab¬ 
lishment of British rule in India, European tastes and ideals 
became increasingly popular in the country. To follow them 
began to be considered as the hall-mark of enlightenment. 
This meant the gradual replacement of the demand for the 
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products of our industry by the demand for fadgn 
factures which could cater to the new tastes and fashrons. 

Consequently our industries suffered a great deal. 

1 And then there was the increasing competition from cheap 

i onnris The Industrial Revolution 

EU Tir“« Western countries a lead in the mans- 
Curerf commodities. The unrestricted .mports of cheap 
machine-made goods into the country created a very serious 
moim for our handicrafts. Though in many cases our crafts- 
Ln could hold themselves in matter of quality and durab.hty. 

. . rvf mice thev were hopelessly beaten by 
but in mat er P y was that soon local markets 

machine-ma e^gooda Jhe resuft ^ ^ ^ 

leti Jus giving yet another serious blow to our already 
declining industries. 

, But these causes by themselves alone cannot fully explain 
. . nlin of our industries. The most fundamental 
:7 di wasie anti-Indian trade and industrial 

cause of th y Jndia company which'continued 

S^led policy of our foreign rulers for a pretty long 
.. Everything possible was done by the Company to 

courage the manufactures of India, to convert India into a 

field for the produce of crude materials subservient to the 
manufactures of Great Britain. The policy of the Company 
la clearly reflected in a letter from the Directors to Bengal 
dated 17tl. March 1769 : “The Company desired that the menu- 

facture of raw silk should be encouraged in Bengal, and 

of manufactured silk fabrics should ho d.scour .ged_ And hey 

also recommended that the silk winders should be forced to 

work in the Company’s factories and prohib.ted from working 
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in their own homes.” The historian, Mr. H. H. Wilson, shows 
in his following observation how the political power was 
employed to strangle Indian industries by the imposition of 
prohibitive duties. ‘‘It was stated in evidence (in 1813) that 
the cotton and silk goods of India upto the period could be 
sold for a profit in the British market at a price 50 to 60 per 
cent lower than those fabricated in England. It consequently 
became necessary to protect the latter by duties of 70 
and 80 per cent on »their value, or by positive prohibition. 
Had this not been the case, the mills of Paisley and 
Manchester would have stopped in their outset. They 
were created at the sacrifice of the Indian manufacture. Had 

i 

India been independent, she would have retaliated’ would 
have imposed prohibitive import duties upon British goods 
and would thus have preserved her own productive industry 
from annihilation. This act of self-defence was not permitted 
to her; she was at the mercy of the stranger. British goods 
were forced upon her without paying any duty, and the manu¬ 
facturer employed the arm of political injustice to keep down and 
ultimately strangle a competitor with whom he could not 
have contended on equal terms.” 

It is then no wonder that under the stress of such power¬ 
ful forces, one industry after another succumbed, ultimately re¬ 
ducing India to the position of an agricultural dependency of 
Britain. This de-industrialisation created fundamental dis¬ 
turbances in the occupational equilibrium, and thus destroyed 
the old balanced economy of the country, bringing destitution 
and desolation in its train. Ousted from their hereditary occu¬ 
pations, the helpless craftsmen fell upon land. This imposed 
an unbearable burden on agriculture which continued to 
increase from year to year. Agriculture became over-crowded 
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and consequently its productivity began to fall. This simulta¬ 
neous de-industrialisation and ^decay of agriculture resulted in 
growing poverty, unemployment and;famine.) The problem of 
restoring occupational equilibrium, and thereby creatmg a 
balanced economy remains a serious one even now. 

( It needs, however, to be observed that in the new era of 

technical development, the decay of our old indigenous nidus- 

tries was almost inevitable. It was only a quest,on of time. 
The real trouble lay in the gap that was created between the de- 
cay of our handicrafts in the 18th century and the begmnmg 
Of modern industry in the middle of 19th century. Tins was 
mainly due to the policy of laUm-Jaire which was thrust upon 
India by the foreign Government. This policy contmued right 

upto 1914.) 

Ill 


G rowth of Modern. Industries 


The modem industrial development in India dates back to 
the period 1850-55 when cotton and jute mills, and the coa 
mining industry were established. To this period also belongs 

the first introduction of railways in the country. “ e P 

of industrial development was exceedingly s ow and rjg. J 
Whatever little development that took place w 
mainly to a few light industries like cotton and though a 

small number of engineering workshops were also set up Jo, 
remit work in connection with railways. India, in the mam, 
continued to be an exporter of food and raw mater,als, and an 

importer of manufactured articles. 

At the turn of the 20th. century, industr.al development 
in India got some fillip from the Svaieshi movement, a popu- 
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lar effort to stimulate local industrial production. A number 
of small factories were set up by Indians especially for the 
manufacture of piece-goods, soap, matches, pencils and cutlery. 
At the same time certain provincial Governments, especially 
those of Madras and U. P-, started taking some interest in the 
development of local industries. For example, the Madras 
Government, step by step, committed itself to an increasingly 
active policy for the promotion of industries. It appointed 
a special officer to control pioneer enterprises and 
practical industrial education, and to establish a bureau of 
industrial information and an industrial museum. These 
efforts of the Madras Government gave a great stimulus 
to the development of handloom weaving, aluminium 
industry, irrigation by pumping, the introduction of the 
chrome process of manufacturing leather, the installa¬ 
tion of power-driven machinery and plant in the province. 
All such activities raised high hopes of rapid industrial develop¬ 
ment in the country, and in fact during that period it so looked 
as if the country was on the threshold of a new industrial 
advance. But in 1910 Lord Morley, the then Secretary of 
State for India, threw cold douche on the enthusiasm of the 
provincial Governments. He deprecated the attempt on the part 
of the Government to assist industrial development, unless it were 
strictly limited to industrial instruction and avoided the sem¬ 
blance* of a commercial venture. “The policy, which he was pre¬ 
pared to sanction, was that State funds might be expended upon 
familiarising the people with such improvements in the methods 
of production as modern science and the practice of European 
countries could suggest. Further than this the State should not 
go, and it must be left to private enterprise to demonstrate that 
these improvements could be adopted with commercial advan- 
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tagc.” This gave a serious setback to industrial expansion in the 

country from which it hardly recovered until the war of 1914- 

brought about a change in the British economic policy. 

So we 6nd that upto the first World War modern in¬ 
dustrial development in India was extremely slow and ,11- 
balanced. Only a few consumer goods industries w 
established, and that too at the initiative of foreign entrepr - 
neurs who were attracted by high rate of prospective profit 
in the country. The economy of the country maintained its 
agricultural bias. Large-scale industries engaged a very smal 
part of our total population, and their contribution to national 

income was comparatively very small. 

The causes of this slow and ill-balanced growth of 
industries were many. To a very large extent, this was the re- 
suit of the indifferent, if not hostile, attitude of the foreign 
Government in India. It had pinned its faith in the 
Sain doctrine which was most unsuitable for a poor cou y 
Uke India. The task of indigenous capital, technical skill, 
lold industrial leadership and management were other 
difficulties in the way of rapid industrial dement o 
India Besides these, there were also some serious gaps n the 
supplies of essential raw materials and resources like sulphur, 
copper, zinc, lead, etc. Many of these handicaps continue to 

arrest our industrial progress even to this day. 

IV 

First World War and Industrial Development 

The first World War created a very favourable situation 
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foreign countries greatly fell off on account of the withdraw! 
of enemy countries from our import trade, and the pre-occupa¬ 
tion of allied countries with the war. The shipping shortage 
asaslo the great risks involved in the movement of goods 
during the war period also helped in reducing the imports of 
foreign goods into the country. At the same time, the war 
created an enormous demand for factory goods in India. The 
war requirements of Allies, particularly in iron and steel, jute, 
leather and woollen goods increased to a very large extent. In 
this way, by creating boom conditions, the war offered excep¬ 
tional opportunities for the development of Indian industries. 

Yet another favourable thing was done by the war. It 
brought home to our rulers the dangers of excessive dependence 
on foreign countries for the supply of essent ial goods. During the 
war period, foreign supplies were drastically cut-off, and since the 
country was industrially very backward, it could not by itself 
adequately meet the war needs. The development of our in¬ 
dustrial resources thus assumed a new significance ; it became a 
matter of great military importance. Naturally this brought 
about a change in the British attitude towards our industrialisa¬ 
tion. The Government began to show interest in the industrial 
expansion of the country. Provincial Departments of Industries 
were established in each major province. In 1916 an Industrial 
Commission was appointed to examine the whole question of 
industrial development in India and to suggest the ways in which 
the Government could usefully give direct encouragement to 
industries. A year later in 1917, the Government established a 
Munitions Board to control and develop Indian resources with 
special reference to the needs created by the w r ar. 

Helped by such favourable circumstances, some industrial 
expansion took place in the country during the war period. The 
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. of 8 teel increased from 19,000 tons m 1913 to 

production of stee milla worked at full 

1,24,000 tona in 1918. lhe ]uie an advantage „f the 

and made £ ^lld not be 

taken dmTtothe'absence of basic engineering and heavy cherni- 

ea TnduatrTes Our industries were dependent upon W 

f tLp cnnplv of plant and machinery, spare par , 
countries for th» accessories of production. 

Dur’ingVhe war the supplies of these goods were greatly curtail- 
cd Obviously, therefore, Indian industries could not operate 
efficiently 1 . AtL.pt. to establish new industries in the country 

-rrrr^ ; =•= 

fact that once the fear was gon industrial 

„ar, even the halting proposals of the 

« world war, beyond « 

temporary gains to a 

mTtte few industrl which had been established on ^ 

of the war either stagnated or decayed; they could not 
competition of advanced industrial countries. 

V 3 A 

Industrial Development During of m<J derh 

A new chaptef, however open Government, 

Indian industrial development m 1923 when 
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on the recommendation of the Fiscal Commission of 1921, 
accepted a policy of discriminating protection. A number 
of industries like steel, cotton, sugar, paper and matches 
were granted some measure of conditional protection for a 
specified time. This somewhat quickened the pace of industrial 
development in the country. 

While recognising this change in the attitude of the 
Government, it must be emphasized that even this new 
policy of protection was not comprehensive and vigorous 
enough to meet adequately the needs of our industrial develop¬ 
ment. The policy was half-hearted, and it completely lacked 
consistency. The conditions* laid down for the selection of 
industries for protection were too rigorous and unreasonable, 
and they were applied also very rigidly by the Government. 
On account of this, some of the essential producer goods 
industries like machinery, chemicals and dj'es could not be 
established. Besides the unreasonable tests and their rigid 
application by the Government, there were certain major 
defects in the administration and the working of the policy 
as well. Instead of appointing a permanent Tariff Board as 
recommended by the Fiscal Commission, ad hoc boards were 
set up. “This prevented the taking of long views, accumula¬ 
tion of experience and the building up of an efficient body of 
technique and procedure.” Again, too much time was taken 
bj the Tariff Board and the Government in examining the 
cases for protection. For example, it took as many as 31 
months to examine the case of cotton textiles for protection 

*Tho following three conditions were laid down: 

(i) I he industry muet bo ono possessing natural advantages auob 

as an abundant supply of raw material, cheap power, a sufficient eupply 

of labour or a large home market. 
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J . . Tn c ., se of sugar and matches, the 
and arrive at a decision. 1 ‘ , Suc h excessive 

Thus the whole approach and working“ 

a “Protection wtis nuu 

fundamentally unsoun , instrument 

remarks the Fiscal Commission ^ > mean9 

of general economic de ^ tQ with9t and foreign compe- 

of enabling particular approach 

tition when they applied for protcc ,on. «h JP ^ „ 

H was not possible for basic and^md ^ 

This, therefore, resulted in 

rts~~£ ii-r-ri.: 

by the Indian Leg.slat.ve Assemb y. liscd , 0 

the interests of Indian >"J“ d liro(cctio . The 
some extent, the benefits o ' 0 f 10 per cent 

Agreement provided for the ^ ]tldia from 

on a large number of comm Britain wa9 to grant 

Britain, and m the ^ preferene(! on several goods. 

India in most cases a P tpm 0 f the early twenties, originally 

••In this way the tar. sys ' j ndian industrialism, 

proclaimed as meaM ^ assisted British industry 

wi transformed in i witbout th „ , ielp of protection 

(«> Th6 irrduatry munt. be o u , develop bo rapidly 

either is not lively to develop at all or 

a. » de»irabl. in the intereeU of 1 Iy bo able to face 
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to compete in the Indian market, while giving India in return 
the privilage of favoured rates for the sale of her raw materials 
and semi-manufactures in the British market—an obvious 
attempt to revert to the pre-1914 status.” 

Besides this, our industries had also to face the serious 
effect of the great depression of 1929-33 which hit our economy 
specially hard because for some years even before the depression 
the country was in difficulties due to low prices and-inelastic 
costs. During the depression, prices and incomes fell to very 
low levels. There was a steep fall in the output of minerals 
like coal, iron and manganese. Our exports also fell sharply 
from 1929, thus making our balance of payments position pretty 
serious. This was met by huge gold exports from the country 
which ‘meant a still further inpoverishment of the Indian market 
and a corresponding depression of Indian industry’. All these 
—low prices, fall in the purchasing power of the masses, inelas¬ 
tic costs, adverse terms of trade, gold exports—created very 
hard times for our industries, and the Government took little 
action to meet the difficulties. 

Nonetheless, India made considerable progress in the inter- 
war period. She came to be ranked now as one amongst the 
eight leading industrial countries of the world. The table 
on the next page shows the progress of our industrial 
production during this period. 

It will be noticed that during 1922-39 the production#* 
steel ingots increased by about 700 per cent, cement by 500 
per cent, paper by 180 per cent, cotton piece-goods by 150 per 
cent, matches by about 38 per cent. But the most phenomenal 
growth was that of cane sugar which increased by over 50 times. 
Such results were obtained in the industrial sector notwith- 
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standing the halting discriminating protection l )ol,c > ° f the Go> 
vemment, and the world's greatest economic depress,o 
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1939 


131 

1042 


1714 

4116 
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193 
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Steel Ingots (000 tons) 

Cotton Piece-goods (mn. yds.) 

Cane Sugar (000 tons) 

Paper and Paper Boards (000 tons) 

Matches (mn. gross) 

Cement (000 tons) 

Coal (mn. tons) 


As a result of these industrial like sugar, 

attain self-sufficiency in a “““ "j 8e lf. S ufficiency was reached 
matches and cement, while pa .re and soap. But 

in cotton, pig iron, steel, glass, paper, ^ wa9 in n0 way 

progress was far from rapid or satis uc ^ population, 

commensurate with the size of the' hardly support 

and its natural resources. Our in u Auain, the pro- 

two per cent of the population of the cou ” industries. Wo 
gress was mainly confined to con ® ume he 8upp i y of essen- 
were dependent upon foreign coun r.c mcnt an d even 

tial chemical products, machmery, P , e nt besides 

^ ^ * «*« "r,—»> 

bemg inadequate, still remained op si ' indu8tr j tt l struc- 
insecure. The weakness and insecuri y even 

ture were fully exposed during the World War H 



3Q INDUSTRIAL PROBLEMS OF INDIA 

« 

such well established Indian industries like textiles, paper and 
leather found themselves in great difficulties because of their 
dependence on foreign countries for the supplies of such essen¬ 
tials aB caustic soda, bleaching powder, soda ash, sodium car¬ 
bonate, etc. which were cut-off on account of the war. 


/ 


VI 


The Second World War and After 


The Second World War, like World War I, offered excellent 
opportunities for the rapid industrial development of the country. 
It created an urgent demand for industrial production in the 
country. The entry of Japan into the war, the bombing of 
British factories, the increasing menace of U boats and the large 
scale sinking of British ships made it absolutely necessary to 
turn India into an industrial arsenal for the Allied forces. 
India became the main supply base for the Middle and Far 
East. Again, our industries were further stimulated by the 
natural protection which the war conferred on them. The lack 
of shipping, the restrictions on imports of various kinds imposed 
by the Government to save freight and the inability of other 
countries, themselves engaged in total war, to send goods to 
India all strengthened the forces at work to quicken industrial 
production. 

But once again we could not exploit fully the industrial 
opportunities afforded by the war on account of the well known 
serious gaps and deficiencies in our industrial structure. The 
absence of heavy chemical industry was the weakest 
spot in our industrial system. The precariousness of the 
growth of our major industries, in the absence of the deve¬ 
lopment of a heavy chemical industry, was very well revealed 
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during the war period when the foreign suppliea of such 
essentials as caustic soda, soda ash, bleaching powder, sodium 
carbonate, etc. were cut off. Another source of weakness lay 
in the utter dependence of our industries on foreign sources 
for the supply of machinery, machine-tools, and even spare 
parts ‘From pins, screws and nails to engines and prime 
movers, everything .had to come from abroad.' And above 
all, the Government, during the early years of the war, con- 
tinued its traditional policy of treating India as a supplier of 
raw materials and a market for finished goods. It interpreted 
war efforts in terms of sending money, raw materials and 
available goods to Great Britain, and importing from abroad 
all weapons of war, railway material, plant and other capital 
goods. It adopted no positive policy to estalish basic engineer- 
ing and capital goods industries which were a great hindrance 
in India’s industrial expansion. 

In this respect Australia and Canada offer a very striking 
contrast. ‘Starting from an initially worse position than India’ 
observes Dr. Loknathan, ‘Australia increased her steel pro- 
duction rapidly, and within two years was able to manufacture 
aircraft, wireless and other articles directly through Govern¬ 
ment effort, and also inviting British, American and other 
industrialists to set up factories to replace imports. In Canada 
the Government created seven Government-owned corporations, 
four for manufacturing planes, shells, rifles and instruments, 
one for procuring machine-tools and two for purchasing vital 
war commodities. In India, even the manufacture of locoino- 

tives, already recommended by an expert committee and for 

which blueprints were ready, was given up at the last 
moment on the ground that it was more desirable to import 

them from abroad”. 
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In spite of these handicaps, India made considerable 
industrial progress during the war period. Industries which 
were already in existence worked to full capacity and often 
in more shifts than one. The output of cotton pmce-goods 
increased from 4116 million yards in 1939 to 4707 million yards 
in 1945 More than a dozen new textile mills and over 100 
handloom factories were established. The jute industry de- 
veloped rapidly on account of large orders for sandbags and 
jute eloth. The production of paper increased from 67 
thousand tons in 1939 to 106 thousand tons m 1945. The 
drugs industry also made very rapid advances. More than 75 
per cent of the drugs formerly imported began to be menu- 

factured within the country. 

A rapid expansion of small-scale industries all over the 
country was witnessed during the war period, producing a 
variety of goods like cutlery, buttons, hand tools, taps, drains, 
and camouflage nets, tobacco, soap, toilet articles, confectioneiy, 
tinned fruits, minor chemicals, etc. The imposition of restric¬ 
tions on imports fostered the local production of these commo- 


dities. 

A number of new industries were also established. Some 
of the important ones were (a) ferro-alloys like ferro-silicon 
and ferro-manganese, (b) non-ferrous metals and metal fabn- 
eating industries like copper, copper sheets, wires, cables, etc , 
(c) mechanical industries like diesel engines, pumps, bicycles 
and sewing machines, machine-tools and cutting tools, (d) a 
few items of textile, tea and oil processing machinery, and 
(e) chemicals like caustic soda, chlorine, superphosphates, 
bichromates’, etc. The production of some of these new articles 
was, however, very small. 
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Thus industrial expansion in the country was quite 
considerable during the war period. The index of industrial 
activity moved up from 114 in 1939 to 120-5. in May 1945. 

The paid-up capital of joint-stock companies in British India 

increased fromRs. 2.885 millions in 1939-40 to Rs. 3,293 millions 
in 1943-44; and the number of workers also jumped from 

1,751,137 in 1939 to 2,520,000 in 1944. 

Though these figures of industrial advance appear to be 
quite impressive, the pace of industrialisation was not satis¬ 
factory ; it was not commensurate with the possibilities or 

with the necessities arising out of a total war. The dominions 

of Canada and Australia started from an initially worse position 
than India, but the progress made was so remarkable that 
at the close of the war, they were far ahead of us in the race 
of industrialisation. India was not fully industrialised. She 
lagged behind, particularly in large scale industrial enterprise 
and manufacture of capital goods. There were no doubt 
certain difficulties and obstacles in the way of Indie s rapid 
industrial progress, but they were generally exaggerated. With 
a bold and positive policy on the part of the Government, 
many of them could be easily removed. 

Further, as against this growth of industrial development 
during the war period, there is something to be said about 
the debit side of the war efforts too. The war led to an all- 
out effort to increase local industrial production. Mills started 
working to their full capacity, and in several cases even extra 
shifts were introduced. All this resulted in the over¬ 
straining of plant and machinery, and in the want of proper 
maintenance and replacement, which were hardly possible 
during the war period, they continuously deteriorated at a 
fast rate. This position stffl continues. After the war, the 
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exchange difficulties, the shortage of capital goods 
their extraordinarily high prices have all stood m the way 
of large scale replacement of worn-out capital equipment, 
and yet how vital it is to modernise onr -plant and machinery 
for rapid industrial expansion in the country. 

Again, since war was a period of great shortages and 

soaring prices, anything that could be produced had a ready 
market irrespective of its price and quality. This opened out 

large scale opportunities for making quick money, encouraged 
anti-social practices, and led to the haphazard expansion of 
industries without due regard to efficiency and costs. To some 
extent, this shortcoming is -to be found in respect of post- 
war industrial development as well. ‘The position of some of 
the new units is not satisfactory from the point of view of 
supplies of raw materials or the size of the market or both; 
and several of them are defective in respect of financial organs 
sation, technical planning and mechanical equipment.’ 

In so many ways the war greatly weakend and dislocated 
the country’s economy and left a trail of difficult problems 

_problems of inflation, high costs, replacement of worn-out 

capital equipment, uncoordinated expansion, disorganisation, 
shortages and black-markets. These difficulties were greatly ac¬ 
centuated by the partition of the country in 1947. The division 
of what had been for centuries a single economic and adminis¬ 
trative unit into two independent sovereign States resulted in 
the violent disruption of the economic life of large areas. 
This was further worsened by unplanned large scale movement 
of population between the two countries which was effected 
under violent pressure. This mass migration created immense 
problems of relief and rehabilitation which had to be faced on an 
emergency basis. 
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Partition also increased our deficiency in food grams. 
With 82 per cent of the population of undivided nd.a the 
Union produces only 68 per cent and 65 per cent oi he tota 
pre-partition yield of the rice and wheat crops. The inclusion 
of vast wheat producing areas of Pun)ab and S,„d and >,ce 
producing areas of Bengal in Pakistan has considerably weakem 

odour position in respect of the 

Indian Union is now faced with a ser.ous food problem. An all- 
out effort is being made to solve the food crisis by stepping 
up internal production and by [importing a certain quant y 
of food grains from abroad. A considerable part of our hm.ted 
funds, including scarce foreign exchange resources, is being 
spent on it. Obviously enough, it is hampering onr industna 

expansion; for when resources are limited, they can e uf ted 

somewhere only at the cost of foregoing other alternatives 
cither wholly or partially. 

But partition has hit our industrial development not 
only indirectly in this way. It has created an acute problem 
of raw materials for two of the most imp° rt ant mdustr.es 
of the country, air. jute and cotton textiles. W.th all tin 
jute mills within its borders, the Union lias only a quarter 0 
jute acreage of the undivided India. Similarly ,tb J8 pe 
cent of the cotton mills of undivided India m the Union, it 
has been left with only 60 per cent of the total cotton area. 
Thus as a result of partition, two of our major industries 
have ’ come to depend for a substantial portion of their raw 
m7eril on areas now included in a foreign country, e, 
Pak s an The position of jute industry is m Ibis respect 
mo: critical because at the present Pakistan is the only 
supplier of jute and the prospects of any rapid and immediate 
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increase of jute production within the country are not very 
bright. 

The partition of the country also adversly affected our 
capital market. It gave a rude shock to public confidence in 
investment and removed one of the main pillars of the capital 
market. Besides partition, a number of other factors—economic, 
political and psychological-have also helped in creating stag¬ 
nation in the capital market which is one of the most notable 

features of our post-war economy. The shift in the national 

income brought about by the changes in the war years, the 
prevalence of high prices and the increasing burden of taxation, 
direct and indirect, have greatly reduced the margin of savings. 
These have specially hit the people of the middle class who 
have all along been a very important source of investment. 
It is estimated that about 50 per cent of the capital invested 
in joint-stock companies comes from the middle class who form 
over 90 per cent of the share holders. The constant declamation 
against profits, the fear of nationalisation created by the 

Statement of the Industrial Policy of 1948, the abuse of func¬ 
tions on the part of managing agents, the prevalence of gamb¬ 
ling' in stock exchanges are no less important as factors hinder¬ 
ing capital formation. The;recent agrarian and political 
changes have also affected the landed and the ruling classes 
who °used to give strong support to the investment market. 
The institutional investment too has been hit by the haphazard 
expansion of banks and insurance companies. The result of 
all this has been a continuous stagnation in the capital market 
on account of which industrial undertakings, as also the 
Government, are unable to get the funds they require. 

Under the stress of these powerful forces and others like 
the paucity of technical personnel, labour unrest, transport 
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bottlenecks, shortage of capital goods, unplanned controls 
inconsistency and even contradictions in the Government 
policies, there was a substantial fall in the industnal proouctmn 

ta the immediate post-partition period. The P™" 
pi. iron which had touched the peak at 24 lac tons m 1941-42 
dropped down to about 14 lac tons. Steel product,on came 
down to below 9 lac tons as against a record of 13 million 
in 1943-44. Output of sugar fell from 1=2 million tons to 0 
million tons in 1947-48, while cloth production dropped by over 

800 million yards. 

Since 1049, however, things have begun to improve. 

Production in respect of several industries has increased subs- 

tantially. The production of coal in 1950 was a mdhon tons 
more than the production in 1947. Sugar and steel production 
in 1950 showed an increase of about 100,000 tons over the 1947 
level. Substantial increases also took place dunng b.s penod 
in the production of cement, paper, power alchohol, ma cbe 
etc The tempo of industrial activity was well maintained 
1951. It witnessed an overall increase of industnal production 
by about 6 per cent over the level of 1950 * * m some 
major industries like cotton, jute and sugar the curren e 

of output is much below capacity. 

VII 

Gaps in India’s Industrialisation 

The above rapid survey of industrialisation in India reveals 
a few salient features or gaps which may now be summed up n 
the first place, industrial development has so far been caceed ngly 
slow. It has not at all been commensurate with the need 
of the country and its resources. Judged by whatever stand- 
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ards, one cannot escape the conclusion that even after a century 
of industrialisation, India is industrially very backward; it is far 
behind the advanced countries of the world in the race ot 
industrial development. The industrial progress of a country 
may be judged by its consumption of steel and heavy chemi¬ 
cals. Compared to a consumption per head of 860 lbs. of steel 
in the U. S. A., 520 lbs. in the U. K., and 470 lbs. in Australia, 

India’s consumption is only 8 lbs. Similarly the per capita 
consumption of sulphuric acid in India is 400 times lower 
than that of the U. S. A. and that of soda ash 100 times lower. 
The industrial backwardness of the country is yet again re¬ 
vealed by the fact that less than 2 per cent of its working 
population is employed in large scale factories. 

The second important gap in our industrial development 
is the haphazard and most uneven distribution of industrial 
activity in the different regions of the country. At the present 
there is an excessive concentration of industrial activity in a 
few industrial centres like Bombay, Calcutta, Jamshedpur, 
Kanpur, Madras, etc. More than half of the industrial activity 
of the country is carried on in the two States of Bombay and 
Bengal whose population is only one-fifth of the total population. 
Such an uneven distribution of industrial activity is fraught 
with many serious consequences and dangers. It is econo¬ 
mically bad, strategically vulnerable, and socially disastrous. 

Yet another serious gap in the industrial structure is the 

lack of heavy capital goods industries. Whatever development 
has so far taken place, it has been largely confined to consumer 
.goods industries producing articles of general consumption. 
Producer goods industries have lagged far behind. Machinery 
and machine-tools, non-ferrous metals, electrical engineering. 
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automobUes and tractors, prime movers and heavy chem ca 
are some of the basic industries which are either non.ex.stent 
or are still in their infancy. On account of tins our mdustnal 
structure at the present is highly weak and insecure. 

Since industrialisation is indispenaable for raising the 
standard of living of the masses in India, without which he 
political freedom will hardly have any significance for the 
common man, the above serious gaps in the country . industrial 
structure need to be repaired, and repaired very quickly ™.* 
will require an effective removal of the various handicap 
relating to raw materials, labour, capital goods, finance and 
management that lie in the way of rapid industrial development 
of the country. This, in its turn, will require a suitable Indus- 
trial policy, proper planning and above all cooperation. Given 
these^hings no one can doubt that a bright future awaits 

India as a great industrial nation. 

In the following chapters of the hook, we will analyse 
and examine some of the vital problems of India s industrial 

development. 



CHAPTER III 


THE MANAGING AGENCY SYSTEM 


Industrial management, it has been said, comprehends a> 
whole range of organisational and managerial problems 
connected with the conduct of an industrial undertaking from 
production to sales. Managing Agents have figured in the 
industrial economy of India not only as managing authorities 
but in diverse other capacities. Individuals or groups of indivi¬ 
duals, constituting themselves -into firms and companies, have 
come to be designated as managing agents since by virtue of 
agreements entered into by them, management of one or more 
companies came to be vested in them. 

H 


Functions and Merits 

The origin of the system can be traced back to the early 
British days; the “agency houses” of those days developed into 
some of the more important managing agency firms of subse¬ 
quent years. Originally these institutions were intended to 
clear the way for foreign capital flowing into this country. 
Later on they were also instrumental in attracting indigenous 
capital. The services rendered by the managing agency firms 
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are well known. Till recently they were considered as India- 
pensable elements in our industrial set up. 

(i) To start with, towards the industrial developmen 
of this country, managing agents have rendered pioneer 

IZ Zl « -rw •*—" “'S 

-f ■*” :*»;». 0/ P .« 

loans for organisation work, tor rne iuu 

ixs: px— 

They assisted companies under their management » 
^Jgsecunties on the market and also acted as underwaters 

agency firms rendered very valuable -« « ” m y 

. Is timely assistance not only helped Z 

prises to carry on during the years of crisis, b 

into dividend-paying concerns of considerable imporfiince. 

(,•() It was a regular practice with many managing agents 
to supply working capital to industries. This they 



42 


INDUSTRIAL PROBLEMS OF INDIA 


by means of direct loans or by attracting public deposits on 
the strength of their reputation and financial standing. 
Sometimes express provision to this effect was made in their 
agreement with companies. Also public subscriptions towards 
shares, stocks and debentures could be obtained much more 
easily when the name of some reputed managing agency 
firm came to be associated with that of the issuing company. 

(*if) In the sphere of industrial management, pure and 
simple, the institutional development associated with the 
managing agency system proved to be more than justified* 
Efficiency in management, based on administrative experience 
and technical knowledge was the key-note of their operation and 
a high standard of organising ability and technical skill was 
associated with the very name of some of the managing agents. 
New entrants in the firms were required to undergo a period 
of apprenticeship before they could be taken in as partners. 
In the early stages, the principle of hereditary membership 
was seldom adhered to; at least in the case of the Calcutta- 
firms, which were first in the field, this was not the practice. 

(iv) The managing agents, by virtue of their long ex¬ 
perience in the field of industrial management, could undertake 
many subsidiary activities like the marketing of products, 
purchase of raw materials and the like. These they performed 
with admirable skill and dexterity. 

To sum up, in the early years of industrial growth, the 
managing agents, in so far as they provided both enterprise 
and capital, did yeomen’s service to the cause of India’s economic 
well-being. “Their courage and faith to conduct preliminary 
experiment and research, their ability and willingness to furnish 
the necessary finance, their sporting preparedness to face all 
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{^substantial measure of industrial progress. 

Ill 

Case Against Managing Agents 
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cases they are said to have converted their loans into deben¬ 
tures with the result that shareholders lost their capital, while 
the business passed into the hands of managing agents having 
preferential claims as debenture holders. 

Further, of late managing agency firms have become here¬ 
ditary concerns, losing all their traditional skill and dexterity 
of judgment. 

It is alleged that there are numerous instances of mana¬ 
ging agents having unscrupulously imperilledthe interests of 
shareholders. Taking advantage of boom conditions in the 
market during 1945-47, several new flotations are said to have 
been undertaken involving crores of shareholders’ money and 
it is now disclosed that a large slice of such share money has 
been dissipated by the managing agents. In the jute industry, 
it is suggested, the shareholders to-day find themselves in a 
helpless position. They heard that people engaged in the jute 
trade were growing fabulously rich, while they found their com¬ 
panies were incurring losses or declaring only nominal divi¬ 
dends. 

It is further alleged that over and above their regular re¬ 
muneration, managing agents have been appropriating large sums 
of money as commission on sales, turnover or on purchase of 
raw materials, thereby depriving the shareholders of their 
legitimate share in the company’s earnings. 

A recent charge has been that of widespread trafficking 
in managing agency contracts and the promiscuous cornering 
of shares has become a feature of out-side raids on managing 
agency rights. 

Again, while in law the directors hold a superior position 
to that of managing agents, in practice it has come to be just 
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the other way round. The managing 'agents have been play¬ 
ing a more dominant role in the matter of business adm.ms- 
ration and policy-making, while directors have become sub- 

servient to them. 


Legal Measures 

It has been pointed out that some of the more serious 
abuses of the managing agency system had crept in during the 
inter war period. The need for legislative control was thus felt 
in the early thirties, and the Indian Compaines (Amendment) Aot 
of 1936 sought to remove some of the prevailing mal-practices. 
A number of clauses were embodied in the Act regulating the 
appointment, continuance and dismissal of managing agents 
It was provided that managing agents were to be reckoned 
among the officers of the company. The ‘Managing Agent 
was defined as a person, firm or company entitled to the 
management of the whole affairs of a company by Virtue of an 
agreement and subject to the control and direction of the direc¬ 
tors except to the extent, if any, otherwise provided for m the 
agreement. No new managing agent was to be appointed to 
hold office continuously for more than 20 years. Appointment of 
any managing agent, his removal or any variation of the agency 
agreement, or any transfer of office by a managing agent was 
required to be approved by the company in general meeting. 
The remuneration of a managing agent was to be based on 
a fixed percentage of the net annual profits as defined , 
the Act though aminimum remuneration and an office a lo - 
ance in case of inadequacy of profits, could be prov, ed for. 
Any ’additional remuneration or remuneration ,n any other form 
was to be approved by the shareholders in general meeting. 
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loans or standing guarantee for loans made to its 
managing agent was forbidden for a company. Inter-company 
loans and investments under the same management were 
prohibited. Further, managing agents were not to engage in 
any business which is of the same nature as, and which directly 
competes with, the business carried on by the companies under 

their managing agency. 

The provisions of the Act of 1936, which, it was expected, 
would regulate the functions of managing agents, were 
apparently very sound. But they proved to he quite inade¬ 
quate in the light- of subsequent experience. During the 
second world war and thereafter, it transpired that many 
managing agency houses were acting directly contrary to the 
interests of the companies under their management. Strong 
opposition was voiced by responsible public men against public 
limited companies acting as managing agents. 

Inter-locking of directorates had become a common feature 
in many cases. Directors were still found to be subservient 
lo managing agents in matters of major policy-decisions. 
Additional sums of money were reported to have been appro¬ 
priated by managing agents by indirect-sometimes illegal- 
means. Further, there was going on widespread trafficking in 
managing agency rights accompanied by cornering of shares of 
joint-stock companies to acquire control over the management 
of well-established and reputable companies for anti-social 
purposes. In the Fiscal Commission Report it was pointed 
out that the existing malpractices on the part of some managing 
agents were also discouraging capital formation. 

The Planning Commission also castigated the system in 
its existing make up. According to the Planning Commission, 
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(2) Restrictions on extension of the term of office of 
managing agents. In the caae of a Jcompany managed by a 
managing agent, any amendment in the articles of the company 

or any variation in the managing agency agreement shall have 
to be approved by the Central Government. 

(3) Transfer of his office by a managing agent shall have 
to be approved by the company in general meeting and also 
bv the Central Government. 

(4) Changes in the constitution of a managing agent, 
whether caused by a change in the ownership of shares held, or 
by a change among the partners or in the board of directors, 
shall be void unless approved by the Central Government. 

(5) Any amendment in the articles of a company, or 
variation in any agreement which relates to the appointment 
of managing agents, or which purports to increase, or has the 
effect of increasing the remuneration of managing agents shall 
have to be approved by the Central Government. 

(G) Powers are now vested in the court of law for the 
termination of any managing agency agreement, if the company 
acts in a prejudicial manner or oppresses any of its members. 

If the managing agent is found to have misapplied or 
retained, or become liable for any money or property of the 
company, or if he is found to have been guilty of any misfeasance 
or breach of trust, the court will award damages against the 

managing agents. 

Where the managing agency agreement is terminated by 
the court, the managing agents will have no right to claim 
compensation. Such managing agents or any associate (like 
director, manager or partner) shall not be eligible for appoint- 
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ment as managing agents for 5 years from the date of the order 
terminating the agency contract. 

V 


Conclusion 

Obviously the case for managing agents now hinges on the 
possibility of their reviving the services rendered in the past. 
Of late an extremist view has been gaining ground advocating 

total abolition of the system. According to this view, the 
managing agents to-day have none of tho qualities which j 
characterised them in the past. The administrative experience 
and technical knowledge and skill are no more to be found. 
They neither possess the ability and resources to finance 
enterprises under their management, nor have they any expert 
knowledge of sale and purchase. Purchase agents are appointed 
at the cost of the company and sales are entrusted to ignorant 
wholesale agents who again are paid by the company. 'Io 
crown all, the evil practices growing with the continuance of 
the system are doing positive harm to the cause of economic 
development. 

It must be admitted that the system has considerably 
degenerated in recent times. The close sense of personal identity 
and the intimate business relationship between the managing 
agent and his company, which were characteristic of the 
old established houses and which still persist in a few cases, 
have been fast disappearing. 

On tho other hand, the interest of investors has been 
suffering from the high handedness and self-aggrandisement 
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Of a large number of managing agenta. While such argumenta 
j the'nke are not unfounded, any sweeping attack on the 
“ tern a! a whole is also not justified. A fair trial may e 
given to the existing firms with as many safeguards as poss.b . 
It appears the Government also hold the same view The 
operation of the new Act has to be watched to form any decisive 

opinion in the near future. 



CHAPTER IV 

INDUSTRIAL FINANCE CORPORATION 


The Genesis 


The problem of industrial finance has a long historical 
perspective. The war that raged in the world during 1914-18 

brought in its train a series of problems-political, social and 
economic The industrial structure of the West was shattered, 
it was then thought, beyond re],air. The end-of-war reconstruc 
tion, which thereafter became necessary, brought to the fore 
With many other questions-the question of financing industries. 
In England, for instance, the private capital market and the 
joint-stock bank hitherto served the purpose of furnishing indus¬ 
trial capital. Now these sources were criticised as being quite 
inadequate in the context of the increasing need for industrial 

reorganisation, development and expansion. 


Then came the years of industrial stagnation and un¬ 
employment. The banking system could not rise up to the needs 
of the occasion. The public controversy over banking principles, 
for instance whether investment banking was compatible with 
the existing set-up of banking traditions, at last necessitated 
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the appointment, in 1929, of the Macmillan Committee to 
investigate into the points at issue. 

It is well- known that the extreme importance and desir¬ 
ability of developing indigenous industries on modern lines 
were seriously felt for the first time in India during the years 
of the First World War. The Industrial Commission was 
appointed in 1919 which, in its Report published in 1918, dwelt 
at length on the question of industrial finance. The Com.mas.on 
for the first time emphasised the need for establishing specialised 
institutions to meet the credit needs of industry. Recommen¬ 
dations were also made for increasing State assistance both 
direct and indirect. 


The Banking Enquiry Committee of 1929 was appointed 
not only to examine the banking system and its working, but 
was at the same time also required to investigate into the 
then existing machinery for industrial finance in India. It 
was recognised all through this time that provision for adequate 
financial facilities was a sine qua non for the industrial develop¬ 


ment of this country. 

The Macmillan Committee in England tecognised the 
existence of a gap in industrial financing, which has since been 
referred to as the “Macmillan gap.” Ordinary methods of 
raising capital for industry, it was pointed out, could not serve 
the purpose adequately under all circumstances. An industry 
in which special risks were involved, or in which a pretty long 
period of development would elapse before its becoming a 
profit-earning concern, which has planned for long-term appli¬ 
cation of funds to reap the benefits of latest discoveries in 
plants and technique, or which would require extensive reorga¬ 
nisation and rehabilitation could not be expected to find 
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requisite response from the available sources of finance such 
as the capital markets and the banks. 

During the Second World War and thereafter, the question 
again loomed large before public eyes in India as elsewhere. 
In conformity with the peculiar needs of the time, greater 
attention now came to be paid to the problem of long-term 
finance, and present-day discussions are found to be veering 
round this aspect of the whole matter. Further, in recent 
times some amount of attention is also being paid to the 
problem of financial accommodation for small undertakings 
simultaneously with the big enterprises. The commercial banks, 
it is now contended, should be in a position to furnish short¬ 
term capital to industries. For long-term credit, other methods 
should be tried. This has been sought to be tackeld by bringing 
into existence special institutions ike the Industrial Finance 
Corporation. But to this aspect of the development, we 

shall come back again. 

II 

The Principles Involved 

Industry’s need for financial assistance is generally classi¬ 
fied into: (t) the need for fixed or block capital, and (ii) the need 
for working capital. In the former is included the initial capital 
needed by new establishments to acquire the fixed capital equip¬ 
ment (like land and building, plant and machinery) and the funds 

required for expansion, modernisation and reorganisation of old 

established units. Needs for working capital arise out oi the neces¬ 
sity to financo purchase of materials, marketing of finished goods 
and the like. A portion of this capital is really of the nature of 
fixed capital. For instance, a certain maximum amount of stock 
consisting of raw materials and finished goods -is required to be 
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maintained at all cost and at all times, so that for all practical 
purposes the funds applied towards that end should form ft part 
of block capital. 

A third category of capital is sometimes distinguished, 
called the intermediate or medium-term credit which, it is 
suggested, arises out of various contingencies. The period for 
which accomodation is sought under these circumstances ranges 
from 2 to 5 years. 

Ordinarily, initial funds for block-capital purposes are 
raised by the issue of stocks and shares. Long-term funds for 
reorganisation and extension works are raised by bond or 
debenture issues. For a long time Indian industries depended 
on a small group of financiers for the supply of initial capital. 
Organised stock exchanges were virtually absent and ordinary 
members of the public took little interest in industrial invest¬ 
ment biased as they were in favour of government paper and 
other fixed-yield securities. The Managing Agents served a 
very useful purpose under these conditions. Nevertheless, in 
subsequent years, they lost their importance and came in for a 
great deal of criticism. These are discussed elsewhere in the 
book. 

Institutional investors like the investment trusts and 
insurance companies were very conservative in their investment 
decisions due, among others, to the lack of expert knowledge and 
the absence of organised capital markets to ensure market¬ 
ability of industrial securities. The existing law was also 
responsible for restricting the investment opportunities of 
insurance companies. Attempts were made to organise 
“industrial banks” (on the models of the German industrial 
banks) in the years after the first world war, but they were 
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doomed to failure. It was bound to be so since, as a well- 
known author put it, the so called industrial banks were 
neither industrial nor banks. Commercial banking does not 
offer much scope for long-term investment and in India the 
speculative tendency among bankers proved to be all the more 
dangerous in the light of the disastrous consequences which 
culminated in the bank crisis of the twenties’ and thirties of 

the present century. 


In highly industrial countries, working capital for industry 
is mostly supplied by banks. Short-term loans are generally 
self-liquidating and banking institutions find it profitable to 
make such advances to industries on widely varying terms and 
conditions. As already pointed out, a portion of the working 
capital is really of the nature of fixed capital and is 
required to be raised by the issue of stocks and shares. Business 
houses create reserves out of revenue, a part of which is inves¬ 
ted outside the business to provide for depreciation of fixed 
assets and redemption of liabilities while another part serves as 

extra working capital. 


Simultaneously with the supply of initial capital, industry 
requires long-term capital for various purposes. Immediately 
after the second world war, many industries were in need ot 
reconversion to a peace-time set-up. Necessary repairs were 
rendered impossible by the warconditions. These had to bo 
effected. Schemes of modernisation of the existing plants and 
equipment were pending. New expansion in hitherto untru 
line were necessary. Special risks were involved m many of 
them Further, there was the special problem of finan t 
these industries which required a long period of development 
before becoming profit-earning propositions. 
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in 

Industrial Finance Corporation of India 

The need for a special financial institution like the I. F. C. 
was acutely felt towards the end of the second world war, and a 
bill was expected to be introduced in the Legislative Assembly 
in 1946. For one reason or another, however, this was not 
done. Ultimately the relevant Act was passed in early 1948. 
The Industrial Finance Corporation was actually brought into 
existence within a few months time. It is well worthwhile to 
note that in the post-depression years, Government-sponsored 
public-corporations had come into being in many Western coun¬ 
tries with aims and objects similar to those of the I. F. C. of 
India. In England, the Finance Corporation for Industries and 
the Industrial and Commercial Finance Corporation were brought 
into existence under State-initiative. The Industrial Develop¬ 
ment Bank of Canada and the Industrial Finance Department 
of the Commonwealth Bank of Australia also drew inspiration 
from their respective Governments. It was only in accordance 
with the existing practice elsewhere that the I. F. C. came into 
being with the passage of the Industrial Finance Corporation 
Act. The Preamble to the Act described the I. F. C. as being 
established “for the purpose of making medium and long-term 
credits more readily available to industrial concerns in India, 
particularly in circumstances where normal banking accoramo. 
dation is inappropriate or recourse to capital issue methods is 
impracticable.” Since its inception the Corporation has been 
rendering long-term financial assistance to large industrial 
concerns 

The Corporation was set up with an initial paid-up capital 
of Rs. 5 crores, of which Rs. 1 crore was subscribed by the 
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Government of India, Rs. 1 crore by the Reserve Bank of India 
and the balance by other finance institutions and co-operative 
societies. The Corporation has also raised Rs. 5.85 crores 
through its bond-issues bearing interest at 3£ %. The Third 
Annual Report of the Corporation reveals that since it started 
■working, the Corporation has sanctioned total loans amounting 
to about Rs. 10 crores. The amount drawn by the borrowing 
•concerns was shown at about Rs- 5.65 crores for the same 

period. 

At an early stage, the capital structure of tbe Corporation 
was criticised as being quite inadequate in tbe context of tbe 
need for large-scale rapid industrialisation of this country. 
"To meet this point, it was suggested that the I. F. C. was only 

to supplement tbe existing financing agencies. Further, as the 
•Chairman of the Corporation has pointed out, no application for 
financial aid had so far been turned down for want of money. 
"This may, however, be due to so many factors ; for instance, 
it may be due to the stringent regulations required to be follow¬ 
ed by the applicant companies. 

The I. F. C. is authorised to engage in : 

(1) Guaranteeing loans raised by industrial undertakings 

_ £U ch loans as are floatfd in the public matket and are repay- 

.-able witftin a period of 25 years ; 

(2) Under-writiDg capital issues ; 

(3) Granting loans and advances for a period not exceul- 
ing 25 years on the security of pledge, mortgage, or hypothe¬ 
cation of moveable and immoveable properties , 

(4) Subscribing to the debenture issues of industrial com¬ 
panies on identical terms. 
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The aim9 and objects of tbe Corporation have provided 
for mortgage lending as well as under-writing business, but 
tbe Corporation has not undertaken any under-writing 
business till now due, among others, to the stringent 
conditions prevailing in the money-market. However, it is 
learnt that the Corporation will undertake some amount of 
such business in the not too distant future. The Corporation is 
entitled to grant loans to a single borrower to the extent of 
Rs. 50 lakhs and no further. It has been proposed that the 
lending limit should be increased so as to enable tbe Corporation' 
to enlarge its services. The Executive Board is $aid to be- 
moving the Government on this matter. 

The management of the I. F. C. is vested in a Board of 
Directors, which is assisted by an Executive Committee and a 
Managing Director. The Government holds controlling powers- 
over the activities of the Board which is partly elected and partly 
nominated. The Central Government has guaranteed the re¬ 
demption of share capital and the annual dividend to the ex¬ 
tent of 2 j %. Likewise the bonds issued by the Corporation are 
also guaranteed by the Central Government as regards principal' 
and interest. Under the provisions of the Act, bond and de¬ 
benture-issues and other contingent liabilities in the form of 
guarantees aud under-writing agreements in all should not exceed 
five times the paid-up capital and Reserve Fund of the Corpora¬ 
tion taken together. The Corporation is also permitted to- 
accept deposits to the extent of Rs. 10 crores repayable within 
not less than 5 years from the acceptance of such deposits. 
The limitation in this respect is said to have been incorporated 
with a view to prevent encroachment in the field of commercial! 
banking. 
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IV 


A Critical Estimate 

Although theJI.F.C. was brought into existence ‘° ren,ove * 
long-felt want in the domain of industrial financing, tl0 J° 

tution with which it started operation has been sub eeted-o 

many criticisms, the more important of w ic i are 

hereunder. , 

The first attack against the Corporation reUte * 
fact that it is permitted to finance only those in uslri ^ 
are operating as public limited comp*™^ Furth( , r , 

,have circumscribed the Corporation s ie ‘ * j vate 

it is permitted to provide finance for the nee* c | u ded. This 

industries. Nationalised industries are tins * 

does not appear to be a serious drawback s l ,ecm ^ ma jor 

,u, r_ e o—a. «-p;» ■ 1.1 

part of the industrial sector is to w c 
private enterpreneurs. 

In the second place, the Corporation customers . 

subscribe directly in the stocks or^ undcrwriting 
Shares or bonds acquired by it in ^ period of 7 

agreements are required to be disposed o wi » .activities of 
years. This again, it is supposed, will re ® tnt * ‘ f institutions 
the Corporation within a narrow sp iere. * i ssU ed 

elsewhere are empowered to purchase am 
by the borrowing companies. ^ 

Thirdly, financial assistance can be rcn(lered On ^' ho obtain 
of mortgage loans.- Thus the industrial cuso ^ additi onal 
accommodation in this way may find i » ..- g^ Bank 

assistance from banks to tide over temporary 
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assistance will in all probability be denied to such industries, 
since they will be unable to furnish the necessary security to the 
bank. The Corporation, it is suggested, should provide its 
assistance partly by way of mortgage on fixed assets and partly 
in preference shares, leaving the floating assetB free. 

In parenthesis, it may be observed that it is with some 
amount of reservation that one should reeommend holding 
of industrial securities by institutions like the I. F. C. That 
would mean the institution being involved in serious risks and 
heavy responsibilities, which, in turn, would mean risks and 
responsibilities for the Central Government. Further, it may 
lead to a difficult situation being created in the ktock exchange 
since the Corporation, by dint of its share-holdings, may assume 
a position of undesirable supremacy in the stock market. 

An oft-repeated criticism against the I. F. C. has been 
that it does not possess its own staff of technical experts. The 
technical advices required in connection with industrial schemes 
is sought for from the existing Governmental agencies like 
the Council of Scientific and Industrial Research, resulting in 
unnecessary delay. 

During the last three'years of its operation, the I. F C. 
has come across a few other critical observations which also 
deserve mention. It has been said that the Corporation charges 
a very high rate of interest; there is considerable delay in the 
sanctioning of loans, and there is greater delay in making 
the amount of loans available. 

These points of criticism were recently answered by the 
Chairman of the Corporation. The rate of interest, he said, 
cannot be considered high (the effective rate being 5%) as 
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compared with the prevailing rates on debentures. The 
Corporation raises funds at-3£% and has to invest in short- 
dated securities with small yield for borrowers take the money 
in instalments. As regards delay, more than half the applications 
covering nearly two-thirds of the loans granted were disposed 
of within 3 months and this was asserted to be no bad record. 
Unusual delay in sanctioning loans in certain cases was due 
either to the incomplete details furnished by the applicants, or 
to something peculiar in the proposals requiring further investi¬ 
gation. Schemes had got to be modified on several occasions. 
The delay in making the amount of loans available is said to 
have arisen out of the mortgage loans entailing careful 
examination of title deeds of the mortgaged property which are 
very often defective. Necessary legal formalities also cause 

some delay. 

A significant point of criticism which was raised in the 
Parliament at the time of the passage of the I. F. C. Act has 
been sought to be met by the passage of the State Industrial 
Finance Corporation Act, 1051. It was felt at an early stage 
that the I. F. C., being a central institution, would find it 
difficult to extend financial assistance to the medium and small 
scale industries. It will hardly be possible for it to open 

branches in a number of places so as to engage in such opera¬ 
tions over and above that of supplying finances to large-scale 
undertakings, which would be the Corporation’s primary task. 
Medium and small-scale industries are said to have problems 
and difficulties quite distinct from those of large enterprises. 
State Governments could not be expected to undertake the task 
of financing such industries since they do not have adequate 
resources at their disposal. Further technical and business expe¬ 
rience are not to be found in the State machinery to the requisite 
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degree, the deficiency of which will surely stand in the way of 
successful industrial financing. The Act which has now been 
passed to enable State Governments establish State Industrial 
■Corporations is only a permissive one. The respective State 
Governments will be the final arbiter in the matter. They are 
to decide upon the establishment of such Corporations within 
their own jurisdiction after considering carefully the indus¬ 
trial needs and the financial position of the State. 

The provisions of the new Act of 1051 are almost identical 
with those of the 1948 one. The new features and variations 
in certain respects are only t here to suit the sphere of operation 
of the proposed State Corporationsr First, the authorised 
capital of such Corporations may be fixed at between Rs. 50 
lakhs and 2 erores As with the all-India Corporation, the State 
Governments, the Reserve Bank of India and other financial 
institutions will subscribe towards the capital of the State 
Corporations. Further, not more than 25% of the share capital 
may be subscribed by the members of the general public. This 
is a new feature. 

Again, while the all-India Corporation is entitled to deal 
with public limited companies, the State institution will be 
permitted to deal with private companies, firms and 'individuals 
as well. The State Corporations shall be entitled to extend 
financial assistance to a single customer to the extent of 10% 
of the paid-up capital of the Corporation or Rs. 10 lakhs 
which ever is less. 

Following the passage of the enabling Act of 1051, a 
number of State Governments have acted upon the measure. 
Legislative measures are being passed to the same end. 
Madras has already had a Finance Corporation working for 
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gome time past and the results have been encouraging enough 
for other State Governments to follow suit. 

V 


Conclusion 

The establishment of an institution like the I. F. C. was 
a long-felt want. The first hurdle was crossed when the J.F.C. 
was brought into existence. If it6 functioning has been 
characterised by cautious steps, there is nothing to be unhappy 
about. Indeed the range of operation of the Indian Corporation 
would appear far too meagre when compared to the activities 
of the British F. C. I. and the I. C. F. C. or of similar institu¬ 
tions elsewhere. Nevertheless, new experiments are bound 
to be slow in progress. But if it is steady, we have nothing to 
complain about the lack of rapidity. 



CHAPTER V 


PROBLEMS OF CAPITAL FORMATION 
AND FOREIGN CAPITAL 

Problem of Capital Formation 

Requisite capital formation is a basic condition of rapid 
industrialisation. In fact, greater the capital formation, more 
rapid would be the tempo of industrialisation ; provided, of 
course, other necessary conditions like availability of technical 
skill and raw materials are satisfied. In the absence of proper 
capital formation, the tempo of development must necessarily be 
slow, and in extreme cases, it is conceivable that the progress of 
industrialisation may be halted simply because of lack of capital 
formation, even though other conditions be quite favourable. 

In a backward country, the fundamental difficulty in indus¬ 
trialisation presents itself in the form of a bottleneck in capital 
formation. In fact, in backward areas other conditions for 
industrialisation are usually quite favourable. Though skilled 
labour may have to be imported from abroad, low grade labour 
has an abundant supply. Moreover, backward areas usually 
produce primary agricultural commodities. Supply of raw 
materials can, therefore, be reasonably assured ; unless, of 
course, the whole of raw materials is used up in immediate con¬ 
sumption or exports for obtaining essential imports. 
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The difficulty in capital formation in a backward country 
arises from the fact that such a country has an inordinately 
low standard of living. Capital formation implies a notion of 
eaving which, in its own turn, further implies a notion of sur¬ 
plus. If a man consumes what he earns, or in other words, if 
his current consumption is equal to current income, then he has 
no surplus that can be saved and used for capital formation. 
A poor man, in extreme case, can live on dis-saving, that is, on 
past capital, if his current consumption expenditure is greater 
than his current income. In such a case, capital formation is 

obviously negative. 

A poor nation, like a poor man, finds it extremely difficult 
to keep its current consumption below the level of current in¬ 
come to help capital formation. The level of income, being 
low, tends to be wholly used up for current consumption. 
And if at all some saving is made, that must necessarily be very 
small as expenditure for current consumption cannot be greatly 
cut down to accumulate surplus. 

For helping capital formation internally, a poor country 
is thus faced with the immediate problem of further reducing 
its standard of living which is already very low. Abstinence 
from consumption is the basic condition of capital formation, 
and a poor country has to become still poorer in the immediate 
present to accumulate capital for building up a prosperous 

future. 

The problem of capital formation, though difficult in a 
poor country, is made more so because of other extraneous con- 
ditions In the present context of world conditions, a back- 
ward country is not simply poor but made poorer by war devas¬ 
tations. Further, if inflationary condition persists, then it brings 
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mal-adjustments in income distribution, and by disturbing the 
pattern of cost and price structure, it tends only to further 
dislocate the economy. Such structural mal-adjustments mani¬ 
fest themselves in chronic balance of payment difficulties which, 
if corrected by short-term remedies like import control, devalua¬ 
tion and changes in bank rate, tend .to deflect the economy 
further away from its long-term adjustment and equilibrium. 
Under conditions of structural dis-equilibrium, a poor country 
finds it extremely difficult to properly adjust its current con¬ 
sumption with current income to help a desirable rate of capital 
formation. 

Again, the difficulty of capital formation is aggravated by 
the compelling necessity of armament drive and military pre¬ 
parations. If surplus is at all made available by cutting down 
consumption expenditure, the highest priority is given to 
military expenditure. In the absence of military preparations, 
the whole of this expenditure could have been diverted to 
capital formation for development purposes. But armament 
drive eats away a part of the surplus, A poor country thus 
finds it extremely difficult to find additional resources for 
adequate capital formation. 

Lastly, given the saving made possible by lowering the 
standard of living, real capital formation will take place only 
when such saving takes the form of export surplus against 
which machines and other capital goods are imported. In 
other words, a backward country willing to industrialise must 
necessarily have an export drive and a surplus balance of trade 
account with which to pay for imports of capital goods. 

Summing up this theoretical digression, the problem of 
internal capital formation reduces itself to these basic facts. 
Firstly, reduction in the standard of living is essential for a 
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substantial amount of capital formation. A poor country finds 
itself in a difficult position as it cannot reduce the [standard 
of living which is already very low. Secondly, armament 
preparations make an inroad on a nation’s surplus and thus 
take away a part of the surplus whieh might otherwise have 
been used for capital formation. Thirdly, inflationary situation 
brings about additional complications which make additional 
savings a difficult process. Lastly, maintenance of export 
surplus is the limiting factor in internal capital formation, and 

in the present context of balance of payment difficulties, 
backward countries are experiencing great hardship in having 
export surplus to pay for imports of real capital goods. 

II 


Capital Formation in India 

In the light of the above theoretical postulates, a question 
may be asked : where does India stand in relation to the 
problem of her capital formation l . 

Like all poor countries, India also suffers from the inherent 
disability of accumulating surplus for internal capital formation. 
Taking the per capita income of Rs 260 per year, not much 
can be done to effect a cut in consumption expenditure for 
providing a surplus for investment. At the estimated national 
income of Rs. 8000 crores a year, annual savings do not exceed 
the rate of 2% of the national income, and this hardly provides 
Rs, 200 crores for internal capital formation. 

It is agreed that a higher rate of capital formation is 
essential for progressive industrialisation, and at least Rs. 800 
crores should be annually invested for achieving satisfactory 
results. This, in other words, means that 10% ol our national 



INDUSTRIAL PROBLEMS OF INDIA 


68 

income should be utilised for capital formation-but how that 
is to be done is the crux of the issue. 

Various alternative methods for achieving the target may 
be considered. One of the methods, which easily suggests itself 
but is most difficult to carry out, is that the State should 
provide for compulsory savings of income. In its practical 
application, such a scheme would mean freezing of income-and, 
a s i 8 well known, Russia adopted this method to accumulate 
20 % of her national income for capital formation in the initial 
stages of her planning. In a democratic country, such a 
method has obviously many limitations. In a democratic 
country, compulsion cannot be an acceptable method for 
achieving economic targets—and if it is at all to be used, it 
must necessarily be kept to the minimum. In other words, 
free enterprise economy based on price mechanism must depend 
upon voluntary preferences for achieving maximum results. 

How can then we have an adequate capital formation in 
a free enterprise economy where rights to private property 
imd freedom of consumption must be very greatly recognised T 
This was exactly the problem with which the Planning Commi¬ 
ssion was faced, and it should be recognised that the Commis¬ 
sion could not give any clear solution to this very basic problem 
in its Draft Plan. The Plan does not envisage a rate of capital 
formation over and above the prevailing rate at roughly 2% of 

the national income. 

The utmost that can be done to promote internal savings 
under a democratic set-up is to utilise in a light measure fiscal 
policies. By additional taxation, and also by a higher rate of 
taxation, wealth can be transferred from individuals and insti¬ 
tutional owners to the Government for capital formation. Bub 
such a policy can achieve only limited objectives—and the Five* 
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Year Draft Plan, which greatly relies on fiscal policy tor under 
democracy no other policy c»n be adopted, could not therefore 
contemplate expenditure at a level higher than Rs. 250 crores 

per year. 

The effectiveness of monetary policies for stimulating 
savings may also be considered in this connection. A high 
rate of interest increases savings, but the large scale capital 
formation which envisages savings of the order of Rs. 800 
crores a year cannot be brought about by monetary policies 
Moreover, a high rate of interest will affect investment aDd 
increase cost of production. The decline in investment will 
reduce income which will further reduce capacity to save. The 
accepted instruments of fiscal and monetary policies to affect 
savings have only very limited possibilities, and under demo¬ 
cratic conditions no measures can be contemplated that can 
bring about radical changes in this direction. 

The last alternative that can be considered is deficit 
financing of capital projects. Under certain conditions, deficit 
finance cannot be altogether ruled out, but in the existing 
conditions when inflation is still unchecked, deficit finance of 
capital projects is quite out of the question. Financing o 
projects even with current savings tends to bring about certain 
inflationary tendencies which have got to be halted by appro¬ 
priate price and wage controls. Deficit financing will only 

make worse of a situation which is already bad. 

Summing up this part of the argument, it follows that 
conditions of capital formation in India arc highly unsatisfac¬ 
tory. Annual rate of saving at 2% of the national income 
does not even give us Rs. 200 crores a year, whereas it is desir¬ 
able that at least 10% of the national income should be utihsec 
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for annual investments. In faofc a country that plans for indus¬ 
trialisation must necessarily bo prepared to forego the consump¬ 
tion of 10% of its national income for building up an indus¬ 
trial future. Fiscal and monetary policies can achieve very 
limited objectives and the Draft Plan, relying on these methods, 
has given an outline of a capital expenditure which approxi¬ 
mates to only the current rate of savings. Deficit financing is 
also to be ruled out for its own reasons ; and on different grounds, 
freezing of income is also not a possible alternative. 

m 

Foreign Capital in India 

The inadequate capital formation in India leads to the 
question of capital import. The Draft Plan indicates 
the necessity of import of foreign capital for the successful 
implementation of the part two of the plan. Deficit finance 
is also envisaged for a part of the plan—and if deficit finance is 
covered by capital import—then the total volume of foreign 
capital needed for the implementation of the plan is about 
Rs. 500 crores. But if a higher tempo of development is 
desired, obviously then the need for foreign capital must neces¬ 
sarily bo much greater. 

The problem of foreign capital is thus essentially linked 
with the future development plans of India. If, as has been 
shown before, the internal capital formation does not exceed 
Rs. 300 crores a year, and the desired target be of the order of 
Rs. 800 crores a year, then the gap of Rs. 500 crores can be 
filled up by capital imports of Rs. -500 crores a year. The 
desirability of importing foreign capital is both a vital and 
vexed issue which is now being closely debated without 
apparently reaching any final conclusion. 
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At the present there U a strong reaction in the country, 

against the idea of importing foreign capital for a num er o 

reasons. Firstly, foreign capital in India has been synonymy 
with foreign domination and exploitation. In the past, Brtish 
capital waTimported into India not so much for the benefit 

Indians as for the ruling power. The foreign capital was thus 

only an instrument for strengthening the hold of an .mpena 
power over a backward country. Foreign capital mvanab y 
meant foreign ownership. As a result interest and profit 
appropriated by the foreign power, and what remained 
the country was a bare slice of the nations income in the 
form of wages to low-grade workers. It is, therefore app - 
bended that by importing foreign capital, India might again 
fall an unwilling victim to the designs of imperial power and 
thus ruin her cause rather than help it. 

Secondly, it is argued that in the past there might have 
been some justification for importing foreign capita! to over¬ 
come initial inertia and give a momentum to an ndustr, 
start. In initial stages, there are risks and possib, dies 
failures and capital may not flow without lure of profit. Now 
that a start has been taken, risks of initial losses have been 
minimised. The need for foreign capital is now muc . less and 
progressive industrialisation should be undertaken with the h 
of home capital. It should be recognised that even though 
foreign capital is not flowing into the country, yet there is a lot 
of foreign investments in India. Gradually such foreign - 
vestments in India (which come up to Rs. 1000 crores) should e 
liquidated and taken over by Indians. Foreign investments 

not only remind us of the past domination by the fomgne , 

but also react unhealthily on the national economy and act 
as a deterrent on national investments. 
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, Thirdly, the import of foreign capital has to be viewed in 
the context of world conditions, and in the background of 
present situation, large scale import of foreign capital would be 
undesirable. The truth is that at present only the U. S. A. is 
capable of giving foreign loans. But U. S. A. has a particular 
economic policy which cannot be divorced from its political 
implications. The free enterprise economy of the U. S. A. is 
in sharp conflict with the Soviet economy, and any help received 
from the U. S. A. would mean falling in line with the policy of 
that country, and antagonising the other bloc. India cannot 
afford to identify itself with the policies of the Western power 
bloc. The American aid is, therefore, unacceptable even though 
such aid may be helpful for India’s economic development. 

Lastly, it is argued that foreign capital in modern timea 
may not mean foreign exploitation and domination, but such 
loans are bound to have certain political strings which will even¬ 
tually lead to foreign domination. Consistent with the policy 
of her neutrality, India should refuse to accept loans on politi¬ 
cal terms. This may mean a slow tempo of industrial develop¬ 
ment, but such a policy will enable India to exercise a moder¬ 
ating influence on the muddled politics of the world of to-day. 

For all these reasons, there is thus a strong feeling against 
the acceptance of any foreign loan or aid. But on the other 
hand, arguments for importing foreign capital are euqallj’ strong, 
and they can be stated as follows. 

Firstly, it is argued that backward countries always need 
foreign capital and as such there i9 nothing wrong in principle 
to accept foreign loans. In fact, not to import foreign capital 
would be wrong, for that would mean perpetuation of back¬ 
wardness which in itself is highly undesirable. 
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Secondly, acceptance of foreign loana is desirable not only 
in the interests of debtor countries but also of creditor coun¬ 
tries. Unless foreign investments are made, creditor countries 
will not be able to maintain full employment at home. And 
with the fall of exports in creditor countries, recession w, 
start and economic stability would be disturbed. In the interest 
of world economic stability, a certain level of foreign invest- 
meats should be maintained, and unless the debtor countries 
accept loans, they will only force in a recession which will barm 
the world economy, including the economy of the backward 

countries themselves. 

Thirdly, it is argued that America has several billions of 
export surplus. If India does not accept a part of this dispos¬ 
able surplus, others will. India will only unnecessarily forego 
a part of the benefit which might easily accrue- to her. Alter 
all even economically more strong countries have been accept- 
ing American loans.-Marshall Aid had been freely flowing to 
England and other European countries,-and there is no harm 
for a poor country like India accepting any such aid. 

Lastly, it is pointed out that acceptance of foreign aid 
need not produce any undesirable political complications. It 
“the backward countries which invite political aggros on 
Backward countries are the most dangerous spots in the 
world If India really wants to serve the cause of world 
peace she can do it better by getting rich than by remaining 
poor ' Foreign capital will bring about progressive industriali¬ 
sation—and her economic strength will help world peace rather 

than hinder it. 

But whatever may be the theoretical arguments for and 
against the import of foreign capital, the practical position 
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that India is accepting foreign aid, though on a very limited 
scale, From the World Bank, India has already accepted three- 
loans aimounting to roughly 34 million dollars, and she is* 
already negotiating for the fourth one. Loans from the World 
Bank are given for specific purposes, and the execution of 
projects for which loans are given are supervised by Bank 
officials. To India the loans have been given for improvement of 
agriculture and transport. The fourth loan, which is being 
contemplated, is also meant for agricultural improvements. 

Loans from the World Bank have certainly been useful in 
financing some of the important projects in India. But such 
loans are not adequate for meeting the requirements of India,, 
nor are they available on easy terms. An alternative method 
for obtaining foreign funds has been the recent 50 million dollars 
deal from America. The aid has been given for improving India’s- 
agricultural conditions. The aid given in the form of 2 
million tons of wheat has served to ease our present food 
position, and can also be included in the category of foreign* 
loans. Canada has been extending dollar aid under the 
Colombo Plan, and a few private investors are also being given 
facilities to make investments in India under certain condi¬ 
tions. 

The annual release of sterling, though obtained from a- 
foreign country, is not strictly foreign capital. Sterling ac¬ 
cumulation took place at the cost of consumption in India 
during the war-period, and the balance that accumulated was 
her own capital deposited in the Bank of England. The 
annual release that she gets is not, however, utilized for 
financing capital, but is used for meeting balance of pay¬ 
ments difficulties. India’s balance of payments position, sinc& 
the war, has not been an easy one. The port-war dis-balance- 
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economic situation for a solution of the political ends. 


CHAPTER VI 


INDUSTRIAL LABOUR- 
ITS PRODUCTIVITY AND WELFARE 

Industrial development of a country depends to a consi¬ 
derable extent on the productive efficiency of its labour force. 
Obviously, if labour.is inefficient, it is bound to arrest the 
progress. At the same time, industrial development, by itself, 
has little significance, if it does not lead to a proportionate 
improvement in the standard of living of labour. Accordingly 
in this chapter we shall deal with these two aspects, viz. 
(a) labour efficiency, and (b) labour welfare. 

I 

Labour Efficiency 

During the last two hundred years or so industrial techno¬ 
logy has made such a tremendous progress that working condi¬ 
tions to-day are as different from those in the early years of 
the Industrial Revolution as the conditions in these latter years 
were from those in medieval handicrafts. In a sense the 
importance of human efforts in productive operations has 
suffered continuously since the machine age started its onward 
march some two centuries back. And yet, assuming the 
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technological factor to be constant at any point of time or 
over a short-period, productivity of human labour affords the 
only effective means of increasing the industrial output. Under 
the conditions as obtaining in India to-day, it is extremely 
difficult to find out whether the input of efforts of an average 
Indian worker is the most that we can expect. In fact, for 
some time past the employers have been complaining that 
while the rate of wages has been fast increasing, the product.- 
vity and (as they say) the efficiency of average Indian labourer 
has been steadily falling. Logically speaking, it should not be 
so But if it is so actually, the matter deserves to be further 


looked into. 

The Fiscal Commission has dwelt at length on this point. 
Following the Commission’s Report, let us admit for the time 
being that the output per man-hour or the output per man-shift 
has been decreasing, and this inspite of large increase in wages. 
Strangely enough in some cases, the men who have had he 
largest increase in emoluments are reported to be giving he 
greatest trouble in this respect. Be it as it is, it must be noted 
that this is no ground on which alone the efficiency of workers 
can bo questioned. For, although falling productivity and 
inefficiency go hand in hand, the two connot be linked without 
adequate safeguards. Unfortunately, this ,s what is generally 
done, and this is also what the Fiscal Commission have done. 

Efficiency is a relative term, and workers of one country 
are spoken of as being more or less efficient as compared to 
others elsewhere. This comparison is based on relative produc¬ 
tivity of the two sets of labourers. Strictly speaking, there is 
hardly any justification for this particular approach. Efficiency 
is primarily a measure of the worker's efforts The workers 
effort is, however, not the sole determinent of productivity. 
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A variety of other factors, such as the quality of tools and 
.equipment used, nature of raw materials supplied, technical 
methods in operation, internal organisation of workshops, all 
play their role in determining the final rate of output. In other 
words, if we accept relative productivity or rate of output as a 
measure of labour efficiency to be correct, labour’s effort has 
tto be an independent variable, which it is actually not. 

Measure of Productivity 

The relative .productivity of labour in different countries 
has been measured, and on that basis interesting conclusions 
have been drawn by many economists. Collin Clark, one of the 
pioneers in this line of research, has done it in terms of what he 
calls “ international units This comparison has been more 
precise than the alternative method of comparing output per 
man-hour or output per man-shift in terms of actual yields. On 
this basis, one may say that the productivity of an average 
labourer in America is greater than that of an average British 
labourer, since in the former the output per man-hour is 1.065 
international units, while in the U. K. it is 0.356. If so* com¬ 
pared, India’s position in this respect would appear to be 
jione too happy. 

Collin Clark’s estimate 
. of the productivity of 

average labour in terms 
of international units. 


U. S. A. 
Britain 
India 
China 


1.186 

0.588 

0.096 

0.033 


• • • 
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This comparison, according to one school of thought, is 
-perfectly erroneous and misleading. For, in the first place, 
output is not always estimated in terms of physical units,white 

if the money value of production is adopted as a measure, the 

difference in price-indices may well conceal the real difference in 
productivity. Further, the working conditions both inside and 
outside the workshop are sometimes so widely divergent that 
the above ranking cannot be accepted as a fair approx,mat,on, 
.specially in the case of economically backward areas where the 
technical and social organisation.of production are not up to the 

mark. 


Causes of Falling Productivity 

Even if one accepts the contention that country-wise esti- 
mates of relative productivity do not serve any useful purpose, 
the falling productivity of any one country over a certain per.od 
of time should by itself merit enquiry. If India has been suffer- 
iug from this latter malady, a careful study of the problem ,s at 

once called ' for. Indeed, there has been a complaint that the 
average output per worker has been on the decline in many in- 
dustries. For instance, according to the Annual Report of tl>° 
Tatas for 1949, as quoted by the Fiscal Commission ,n its Report 
the average output of finished'steeVpcr employee has declined 
from 24.30 tons in 1939-40 to 16.30 tons in 1948, not withstand- 
ing the fact.that average labour cost P« »f fimshed stee! 
has gone up from Rs. 31.5 in 1939-40 to Rs. 92.8 m 1948-49. 
This is also said to be the case with coal-mine workers. 

Obviously, this may be due either to deteriorating working 
conditions, or to positive delinquency on the part of labourers 
themselves. Naturally, the employers are inclined to lay the 
blame at the door of labourers. It is significant, however, that 
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workers’ representatives also admit the alleged fall in produc¬ 
tivity. But they ascribe it to causes beyond their control. 

The following causes have been set out by the Fiscal 
Commission : 

1. Existing wage contracts are much too rigid. 

2. The labour movement has been growing in strength 
so that individual employers find it very difficult 

to control their own labourers. 

3. Higher wages have led to increasing desire for 
leisure on the part of workers. 

4. Socially the workers are growing more conscious of 
their status, and traditional methods of manage¬ 
ment no longer find favour with them. 

5. There is a growing tendency among workers to 
share the available volume of work with all, rather 
than reduce employment by individual intensive 

efforts. 

Besides these, certain fundamental factors are also 
responsible for the present tendency. Indian labour has his 
characteristic migratory habits and is extremely resistant to 
high pressure efforts and rigid discipline. These are said 
to have arisen out of the fact that in this country industrial 
labour was largely drawn from agriculturists. Climatic condi¬ 
tions, social environments and certain other causes have also 

played their role. 

Determinants of Labour Productivity 

The productivity of labour is said to be influenced by a 
large variety of factors. They are broadly classified as follows : 
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I. General Factors : 

(a) Climatic conditions; 

(b) Geographical distribution of raw materials ; 

(c) Organisation of the labour market and method of 

recruitment ; 

(d) Degree of unemployment prevailing in different 
sectors of the economy ; 

(e) Labour shortage, labour turnover, arrangements 
for training up labour. 

II Technical Factors : 

(a) Standardisation of work and materials used m 
factories ; 

(b) Wear and tear of machinery and the provision 
thereof; 

(c) The quality and amount of machinery used ; 

(d) Distribution of labour as between d.fferent opera¬ 
tions ; „ . 

(e) Degree of integration within the factory, ay ou 

of plants etc. 

(f) Control over raw materials. 

III. Human Factors : 

(al Labour-management relations; 

(b) Social and psychological conditions of work ; 

(c . Wage incentives and the method of remunerate 

labour ; 

(d) Physical fatigue and sweating ; 

(e) Composition of the labour-force , 

(f) Trade union practices. 
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Remedies 

It has been suggested that to remedy the existing situa¬ 
tion effectively, both long and short-period measures would 
have to be undertaken. These would have to include creation 
of effective machinery for collective bargaining and arbitration 
as also the establishment of sound industrial relations. Perma¬ 
nent improvements which would be fruitful in the long run wiU 
have to consist of steps to raise the standard of health an 
hygienic conditions, growth of co-operative spirit, trauung an 
education, farseeing business management and the like. 

A word on wage incentives as one of the determinants of 
productivity will not be out of place in view of the extreme 
importance it has in common parlance. Wage incentives do 
increase the productivity of labour. Nonetheless, it must 
also be remembered that organised labour in India would be 
least inclined to accept any proposal purporting to introduce 
the system of payment by results. That can be possible only 
if labour and management settle down to work in a truly co¬ 
operative spirit and harmonious relationship grows up between 

the two parties. 

Conclusion 

If the average output per worker has been falling during 
the last few years, the working conditions over the same period 
needs to be compared as also the various factors affecting such 
conditions. Worker’s effort as a measure of his effiicienoy can¬ 
not be easily disentangled from the welter of conditions affecting 
it. At best comparison can be effected with due allowance 
for all divergent factors. Even then with all-round scope for 
improvement, the problem of falling productivity can hardly be 
tackled unilaterally. To suggest that Indian labour is as 
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So”t:Lr—1 The Fiscal Co— 

iB thus called for to discover the tendency m other mdustn 
and for the country as a whole. Diagnosis of the d,sense must 
precedents treatment. Precisely, what we require ,s scent.fic 

“man-power budgeting.” 


n 


Labour Welfare 

The concept of labour welfare has undergone a remarkable 
change during the last quarter century or so. There has been a 

marked shift in emphasis from purely negative poho^topre-en 
exploitation to more positive polices des.gned to mprewe the 
worker's lot. Labour welfare is only a part of socal welfare m 
general and a reasonable degree of attention towards th.s p 
of social welfare is also warranted by cons,derat,ons of just.ee 

andfairplay. 

For a long time modern industrialisation was not ,dent,f,ed 

with the general life of the people in India. She could have 

utilised this opportunity to avoid blunder,ng ,n the ««o new 
industrial powers and could have taken a lead m adopt,ng 
he" such policies as would raise the social and moral 

standards of the labouring population. 

In this respect the assumption of responsibly by 
state has been a comparatively recent feature m all juntas. 
In India too, free play of individualism and - J 

tition took a firm root from the early stages of her mdustn 
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development. Methods of recruitment, conditions of employment, 
absence of security in employment, and sweating continued to 
drag the workers to sub-human levels of existence and this not- 
withstanding our experience of western industrialism. The 
situation would have grown explosive but for the fact that t 
experience of India's forerunners in industry was not alto- 
nether lost. The history of labour legislation started as early as 
1819 when Bengal Regulation VII of the same year introduced 
penal sanction for labour. The real beginning was, however, 
made in 1837 when recruitment and employment of Indian 
emigrant labour for British colonies was sought to be regulated 

^ k Thereafter, towards the end of the last century, certain 
specific labour laws were passed relating to plantations, 
factories, mines and transport. In subsequent years there 
grew up a tendency towards uniformity in regulatory measures. 
Plantation industry was the first among organised industries in 
which workers came under legislative control. 

Factory Acts 

It is well-known that Indian factory legislation originated 
with a representation by Lancashire cotton manufacturers to 
the then Secretary of State. A Factory Commission was 
appointed in 187S which led to the enactment of the.first Indian 
Factories Act in 1881. This first measure was defective in 
various respects and was far from adequate. Amendments 
were thus necessitated which were effected in 1891. In 1911, 
a new Act wae passed to improve upon the existing law. This 
in its turn had to be amended in 1922, and again in 1923, 1926 

and 1931 , 

The Royal Commission on Labour was appointed in 1929 

and on their recommendation, a comprehensive law was enacted 
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Aai \ in 1 036 At this stage, with the 

in 1934. This was amended in 1. • 

«into operation of the Government“ ^‘^5 

labour — 

Of execution vested i Bcnga i and a number of other 

was that Bombay Mar,- - * regu i at(s working 

— 

darie9 ' t restitution of India, the Union Go- 

Under the presen ■ J* ^ law8 , while the 

vernment has powe ^ enlarge their scope and make 

State Governments are -phe Factories 

rjisss^s. 

;r—»- -*•— 

provisions of the Act are as follows : 

(1) The hours of work for adult workers are lived at 49 

a week subject to a maximum of 9 hours per day. 

(2) L child who has not completed his fourteenth year 

can be employed in a factory. 

Z yeaG 

Shall not be employed in factories unless he has obtame 
certificate of fitness from a recogmsed surgeon. 

... The maximum number of hours for which a chdd 
shall he employed is fixed at four and a half per day 
the hours of 11 A. M. and 7 P. »■ 
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(5) No -woman shall be employed in any factory except 
between the hours of 6 A. M. and 7 P. M. 

i 

(6) The Act has provided for the appointment of 
Inspecting Staff and Welfare Officers. Factory Inspectors shall 
have the right to enter any factory, to examine the premises, 
plant and machinery, books and registers. District magistrates 
are entitled to act as ex-officio inspectors. In addition, a 
number of sub-divisional and other magistrates and medical 
officers are also required to help in factory inspection. 

(7) Provisions have been made for cleanliness of facto¬ 
ries and proper ventilation within workshops ; artificial humidi¬ 
fication is to be within prescribed limits, if at all; the work 
inside the factory must go on under adequate light, whether 
natural or artificial, and arrangements must be made for supply 
of sufficient, wholesome drinking water. 

(8) Under the Act, all machinery within a factory must 
be securely fenced so as to prevent injury to workers and there 
must be adequate arrrangements for washing, storing and drj ing 
of clothes. Sitting arrangements are also required to be provided 
for workers in order that those who are obliged U> work in a 
standing position may take advantage of the opportunities 

for rest. 

(9) The Act has made the employer and manufacturer 
of machinery responsible for proper safety requirements in 
the construction and maintenance of the machinery without 
any previous notice to the factory occupier. 

The execution of the above and like provisions is left to State 
Governments who are also empowered to exempt any factory 
from enforcing these provisions during a public emergency. In 
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consequence, a great deal of divergence has arisen m the actual 
operation of the Act. One unifying factor however a h eu 
the Model Kales issued by the Chief Adviser of I aeton ^ 
Further, the Union Government has also the power to 
directions to State Governments in this respect, 
of Factory Inspectors and Welfare Officers appointed by the 
State Governments are considered to be quite inadequate, and 
it is suggested that the number should be prcsm 
centre. It is noteworthy that the absolute responsibility fo 
the safty of workmen is now placed on the factory occupi 
without previous warning from the Factory Inspector. 

Specific Labour Laws 

Mines, plantations and railways have had separate laws 
for the regulation of labour condition,. The first P-ece of 

legislation to regulate miners' condition was passer ■ 

I in 1 qoq and c&roc into force in 1 * - • 

A new Act was passed in in 1936. 

Mines Act of 1923 was amended in 19-8,193a J ^ 

The provisions of this Act included a num ^ 

on safety devices, and Mines Inspectors arejmp^^y ^ ^ 

injury to tlm life aXafety of miners. 

rs 

t* 

Inspectors and Junior Mines Inspecto^ J* ^ 
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Labour Act. The former is administered by the Chief Labour 
Commissioner at the centre and the latter by the Controller 
of Emigrant Labour. There are a number of other specific 
laws applicable to particular types of labour. The Indian Dock 
Labourers Act and the Dock Workers (Regulation and Employ¬ 
ment) Act, 1948, the Coal Mines Safety Act, 1939, the Mica 
Mines Labour Welfare Fund Act, 1946, the Coal Mines Labour 
Welfare Fund Act of 1947 are instances in point. 

General Measures 

Together with the specific measures enumerated above, 
laws have also been enacted regulatig the working conditions 
of various classes of labourers irrespective of the industries in 
which they are employed. Such laws relate to labour welfare 
more generally e.g , employment of children, maternity benefit, 
industrial housing, payment of wages, workmen’s compensation, 
trade unions and industrial disputes. 

The Payment of Wages Act, 1936, regulates delay in pay¬ 
ment of wages and deductions from wages in respect of fines. 
The Act came into force on 28th March, 1937 ; its adminis¬ 
tration is vested in State Governments, while the Chief Labour 
Commissioner administers its application to the mines and 
railways. 

Workmens’ Compensation 

Compensation for injuries is necessitated on humanitarian 
as well as on economic grounds. Permanent or temporary loss 
of earning power, resulting from employment injuries sustained 
in accidents, should be compensated by lump sum money 
payment or annuities. Dependants deserve to be compensated 
in the event of death of earning members. 
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The Workmens’ Compensation Act was passed in 1923 
and has since undergone several amendments including that of 
1934 which was more or less of a drastic nature. Under the 
Act, workers whose wages do not exceed Rs. 300 p. m. are 
protected. The class of workers to be covered is described by 
the Act in relation to wage-levels as also by Schedule II which 
covers 22 classes to which 4 classes were added in 1935. 
Workers are entitled to receive compensation in the event of 
personal injury by accidents arising out of and in course of 
employment. The amendment of 1934 provided that in the 
event of a fatal accident, compensation will be payable even 
if it is due to the workers’ own fault. A thorough and search¬ 
ing analysis of the Act under consideration will clearly reveal 
a number of loopholes and defects. For instance, the entire 
liability is placed on the employer; as such the tendency to 
evade payment is very great. Again, in so far as the choice of 
occupation is not deliberate for majority of the workers an 
since the wage-levels in hazardous and non-hazardous occupa¬ 
tions do not reflect the degree of risks involved, provisions for 
payment of compensation are fraught with much more uncer 
tainty than is warranted. The workers on their part complain 
that there are no arrangements for medical treatment. The 
illiteracy and ignorance make it very difficult for workers to 
put forward their claims. The law also does not make l ie 
employer liable to pay unless an application has been ma e. 
The workers are sometimes threatened with discharge un< are 
thus compelled to forego their claims. Yet again, the list o 
occupational diseases provided for in the Act is not exhaustive. 
Finally, scales of compensation provided for are far too narrow, 
and lump sum payment is by itself unsatisfactory. 
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Since this part of the workers’ welfare has come 
under recent legislation in the form of Employees’ State 
Insurance Act, some of the above criticisms do not hold good 
any longer. We shall dwell more on it in the later part of this 

chapter. 


Maternity Benefits 

Maternity relief has been provided for under various 
Provincial Acts. It is expected that with the implementation 
of the provisions of Employees State Insurance Act, the wide 
divergences over different areas will be eliminated. For the 
present, however, the Provincial Acts hold the field. The 
earliest legislation in this respect was enacted in 1929 in 
Bombay. Other provinces followed suit,—the aims and objects 
everywhere heing the protection of women workers before and 
after child-birth. To be eligible for maternity benefit, the 
qualifying period of service required is 9 months in Bombay, 
Madhya Pradesh, Bengal and Punjab, 8 months in Madras and 
6 months in Bihar and Uttar Pradesh. The benefit is allowed 
for 7 weeks in Madras, for GO days in the Punjab and for 8 
weeks in other States. Except in the Punjab and (Assam, the 
rate of benefit is fixed at 8 annas per day. For these two 
States, it is 12 annas per day. The plantation workers of W 7 est 
Bengal are granted maternity benefit relief for 12 weeks and 
the qualifying period of service is fixed at 150 days. 

The scheme of maternity relief provided under different 
Provincial Maternity Acts are open to many charges. First is 
that they fall short of the International^Standard set up by the 
Childbirth Convention of 1919. According to this Convention, 
a woman worker should not be required to work during two 
weeks following confinement. She should be granted leave of 
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absence immediately on production of a medical certificate to 
the effect that her confinement may come about within 6 weeks. 
During the period of absence maintenance allowance should be 
granted, the amount of which should be sufficient for herself 
and her child. The mother 'of a new-born baby should be 
allowed half an hour twice a day for nursing her baby. 

Some go to the length of pointing out that only 
women workers are recognised for relief and not the non-work- 
in* wives of male workers or dependant women. It is further 
reported that State Governments have proved quite incapab e 
of enforcing the laws effectively. The workers are ignorant of 
their rights and do not know how to proceed for obtaining 

benefits granted under the law. 

In many industries, women workers conceal their preg¬ 
nancy for fear of dismissal. Instances are reported to the 

has been that the liability for relief is placed on them alone. 

Minimum Wages 

The case for minimum wage legislation does not neec 
much elaboration. The conception of minimum wage has under- 
gone a great change during the last few years The chasten 
theory has been rejected and it has come to be recognised that 

besides mere physical existence, the labourer 
opportunities for the development of a higher regard for th 
ice occupied by him in society. The habits and customs to 
which one is accustomed should be given due cogn.san e and the 
necessity of a small amount of comfort, must not be lost sight 
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of. But then, standard of living is a much too elastic concept 
and being more or less of a psychological problem can hardly 
be measured in concrete and absolute terms. 

To start with, the “poverty level” of existence is to be 
discarded. There is perfect unanimity of opinion on this 
count, for the income at the poverty level is inadequate even 
for the maintenance of physical efficiency. The “subsistence 
level” of existence is said to be a marginal case wherein nothing 
is left to spend for things other than bare necessities. There 
is a third level, the “subsistence plus” level, which includes 
provision for physical efficiency and other elemental necessities, 
medical attention, a little recreation etc. The “comfort level” 
may be regarded as a fair ideal since it signifies not only the 
maintenence of physical efficiency but also the provision for 
a decent house, and reasonable funds for insurance against 
personal risks, education, health etc. 

To-day, even in more advanced countries, the “subsistence 
plus” level is accepted as the socially desirable minimum basic 
standard of living. Considering the infancy of labour organi- 
tations in this country, the arguments usually advanced in 

favour of fixing minimum wage rates can hardly be over¬ 
emphasised. Indeed it was long overdue. 

It is contended on behalf of employers that a legal mini¬ 
mum wage is incompatible with low national income. The 
expert opinion, however, is that a minimum wage will tend to 
increase the productivity of labour and no argumeut can be 
entertained against keeping wages below the institutional level. 

It is further argued that minimum wage legislation should 
be passed only in respect of certain selected industries since 
workers in organised industries were capable of looking after 
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themselves. But with the basic change in interpretation of 
what should constitute minimum wage and in view of the more 
recent growth of labour organisations in India, this second 

argument does not seem to be justified. 

The argument that minimum wage fixation will neces¬ 
sarily lead to inflation is obviously a hasty judgment. For 
even theoritically there is much that can be said against this- 
view. And then there are others who hold that the scheme 
relating to minimum wages should not be undertaken until it can 
be extended to cover rural workers as well. But against this con¬ 
tention. it can be pointed out that industrial labour is governed 
by a different set of conditions and the rural workers can very 
well be treated separately. Moreover, a change in the conditions 
of the former may help to regulate the conditions of the latter. 

Apart from humanitarian considerations and conside- 
rations of social justice, the fixation of minimum wage rates has 
been upheld throughout the world as a prime necessity in the 
context of present-day industrial conditions. Minimum wages 
will reduce the number of wage-rates prevalent in the lower 
wage-limits. They will also reduce the wide variations of wages 
between factories at least in the lower rung of the ladder. 
Thus standardisation of wage-rates will be greatly facilitated. 

The Minimum Wages Act was passed in India in 1948. 
It was made applicable to a number of industries scheduled in- 
the Act, of which the more important are woollen carpet¬ 
making and shawl-weaving, rice and flour milling, tobacco and 
lac manufacture, mica works, road and building construction. 
The State Governments are entrusted with the implementation 
of the provisions in consultation with Advisory Committees 
to be set up by them. A Central Advisory Board was set up 
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to co-ordinate the activities of the State Advisory Committees. 

The State Governments are entitled to refrain from 

applying the provisions of the Act in respect of any scheduled 
employment, if there are less than 1000 employees engaged 
in such employment in the whole of the state. The minimum 
wage rates prescribed by the governments will become effective 
within 3 months of their notification and such rates of wages 
will be liable to revision at least once every 5 years. The 
Central Advisory Board and other Advisory Committees and 
Boards will consist of equal number of members representing 
employers and workers and independent members not 
exceeding one third of the total number of members in the 
Board or Committee. The appropriate Govornment is 
empowered to fix different wage rates for different scheduled 
employments as also for different classes of work in 
the some establishment, for adults, adolescents and 
children and for different localities. The appropriate Govern¬ 
ment may fix a minimum time-rate, a minimum piece-rate, a 
guaranteed time-rate and over-time rates. The wage rates 
fixed may consist of either (a) a basic rate of wages plus a cost 
of living allowance to be adjusted from time to time ; or (b) a 
basic rate of wages, with or without cost of living allowance, 
together with the cash value of concessions allowed in respect 
of essential goods supplied ; or (c) an all-inclusive rate. 

Incidentally, the Minimum Wages Act also provided for 
fixation of minimum wage rates for agricultural labour. A 
period of 3 years was allowed for the implementation of this 
part of the Act. It was reported subsequently that the major 
states including Bengal, Bombay and C. P. were lukewarm in 
regard to the proposal to fix minimum wage for farm workers. 
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The Minimum Wages Act has been subjected to a large 
number of criticisms since its inception. It is alleged that the 
Government has not understood the full implication of the 
measure. During the discussions in Parliament, members 
invoked what in economic terminology is spoken of as the 
“cost plus inflation” principle. But, as already pointed out, 
such summary conclusions were not warranted considering the 
fact that minimum wage is likely to have a wholesome effect on 
workers’ output. Further, minimum wages need not neces- 
earily lead to higher prices. At least in some industries living 
wages could be provided for by invading profit-margins. 

It is again pointed out that a number of variable factors 
are required to be considered and to measure their extent and 
interdependence accurately is likely to be well-nigh impos¬ 
sible. Similarly, the ticklish task of fixing different rates for 
different work'in the same industry or for different localities 
can hardly be carried out with a fair degree of acouracy. 

The absence of unifom policy in this matter may also lead 
to inter-provincial rivalry. We may here add that relative 
concepts are bound to be more or less arbitrary but so long as 
the purpose in view is desirable, the arbitrary nature of the 
decisions need not frighten us. It may also be suggested that 
the provincial governments should first strengthen the machi¬ 
nery for collection of industrial statistics and then they should 
set up machinery for fixing or revising minimum wage rates. 

Moreover for the effective and speedy working of the 
machinery it is desirable that the government should be under 
an obligation to take action on the representation of either 
labour or industry, whereas at present the maximum rates 
once fixed can be revised only on the initiative of the govern- 

ment. 
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Regarding the fixation of minimum wages for rural labour, 
there is the great difficulty of lack of information and statistics 
on agricultural wages. A machinery for fixing rural wages 
would thus appear to be fraught with great risks and uncer¬ 
tainty. Further, it is argued that it would be very difficult to 
fix the number of hours of a normal working day in agricul¬ 
ture. Likewise, to determine an overtime rate for agricultural 

workers ,who work for varying hours in different seasons would 
probably be highly arbitrary. 

Fair Wages 

The law relating to the fixation of fair wages was an 
outcome of the acceptance by Government of the Industrial 
Policy enunciated in the Industries Conference of December, 

1947. 

The Fair Wages Committee appointed by the Govern¬ 
ment in 1948 submitted its Report in 1949. According to this 
Report, while the lower limit of the fair wage must obviously 
be the minimum wage, the upper limit should be set by the 
capacity of industry to pay. Between these two limits the 
actual wages will depend upon the productivity of labour, the 
prevailing rates of wages, the level of national income and its 
distribution, and the place of the industry in the economy of 

the country. 

The Fare Wages Bill which was adopted by the Parliament 
in August 1950, sought to fix fair wages for workers employed, 
in the first instance, in factories and mines. The Government 
included in the Bill something more than usual or conventional 
in as much as it went further than providing a bare machinery 
for fixation of wages. 
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So long as the cost of living index exceeds a slab of 18o 

to 200 (1939=100) the fair wage is to consist of a basic rate and 
a cost of living allowance which will be adjusted from time 
to time. Provisions are also made for the fixation of v age- 
differentials, the calculation of over-time as well as the principle 


of equal pay for equal work. 

The machinery for fixation of fair wages is largely based 
on familiar lines-tripartite wage-boards, co-ordinated by an 
all India appellate body. A-fare rate of wages for any class 
of employees shall be related to a fair load of work which that 
class of employees is expected to do. If an employee does not 
turn out a fair load of work, the wages payable to him shall 
bear the same proportion to the fair rate of wages as the work 
done by him bears to the fair load of work. To ascertain 
whether a fare load of work is being turned out, the Central or 
Regional Wage Boards may institute time and motion stud.es. 
A question may be raised at this point. In so far as piece- 
wages are effective, to determine the fair load of work 
will be an easy task. But where time-wages are paid, its 
determination will not be so easy. The question natural y 
arises : how is one to proceed in that case ? Practically more 
than half of our industries pay time-wages to their workmea 
and the issue must be tackled with a clear plan of action. 
Disputes are likely to arise, if a reasonable method is not 

evolved to meet the situation. 


A very common argument advanced against the fair wage 
legislation is that it will lead to disorganisation and unemploy¬ 
ment. To prevent such contingencies arising in future there 
will be tripartite committees to advise in the matter of fair 
wages Labour and industries are equally represented in the,e 
committees and chances of disruption and disorganisation are 
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likely to be small. Again, it is apprehended in some quarters 
that employers will have a tendency to replace women 
workers by men, if the principle of equal pay for men and 

t 

women is enforced. But it is to be remembered that employers 
derive certain distinct advantages from women labour. In 
works requiring a high degree of patience and perseverance, 
women can hardly be replaced by men without a considerable 
loss of efficiency. Women workers are employed, for instance, 
in tea gardens, not only because they are cheaper in terms of 
wages, but because they are economical in other respects too. 
In any case total employment does not suffer, even if replace¬ 
ments take place. 

As regards the effect of fair wages on output, certain 
establishments are likely to close down, if the legal provisions 
are enforced into, for according to these provisions, there 
can be no wage level below a certain minimum' irrespective of 
the capacity of the units to pay such wages. Clearly, that will 
be the case with only uneconomic units and even if they are 
closed, the economy as a whole will not suffer. Cost of labour 
must be reckoned as a vital constituent of the whole cost of 
production. Supply of labour, as much as any other factor of 
production, must be maintained at an efficiency level. 

The Provident Fund Act, 1952 

A recent addition to the list of legislative measures is the 
Provident Fund Act of 1952. It seeks to provide for Contri¬ 
butory Provident Fund for employees in six of the major orga¬ 
nised industries. Later on, the provisions may be extended 
to cover other industries as well. The rate of contribution is 
to be 6£% of the total emoluments of the workers. The 
employer and the employees are to contribute the same amount. 
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Provident Fund benefits are now enjoyed by a large section of 
workers but rates of contributions vary from place to place. 

A percentage of the basic wage is generally adopted for this 
purpose in all private enterprises. But the basic rates of wages 
are not rationalised in all cases; hence the contribution is now 
fixed in terras of total emoluments. Dearness allowances are 
generally linked with the cost of living index. The rate of 
contibution may thus have to be varied at certain intervals 
This will be done by State Governmcis who are entrusted with 

the admistration of this new Act. 

Employees State Insurance Act 

The desirability of introducing a comprehensive health 
insurance programme first engaged the attention of the Govern¬ 
ment of India as early as 1927. But it was only m 1943 that 
steps were taken in this matter, and Prof. B. P. Adarkar was 
appointed officer on special duty to enquire into the possibility of 
and draw up a scheme for sickness insurance. His Report was 
supplemented by the recommendations of two experts from the 
I. L. 0. who examined the scheme already drafted. It was 
on the basis of these recommendations that a Bill was intro¬ 
duced in the Central Legislature in 1940. The Employees 
State Insurance Act was passed in 1948 and provided for com¬ 
pulsory State Insurance to cover sickness, maternity and 

employment injuries. 

It was recognised at the outset that it would be better 
to administer the scheme uniformly ibroughout the country ; 
its implementation is, therefore, vested in the Employees State 
Insurance Corporation, a semi-autonomous body const.tuted 
by representatives of employers and workers, Central and State 
Governments and the medical profession The Execut.ve Board 
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wil! include two members elected by the House of the People. 
A Medical Benefit Council will be set up to advise on matters 
lelating to the administration of medical aid. 

The scheme which is now ready for implementation involves 
the establishment of an Insurance Fund which will be made up 
from contributions by employers and employees, Government 
grants and donations and gifts from private or local bodies. 
Contributions to be made by employers and employees are fixed 
with the average wage of workers as base. It is notable that 
workmen whose earnings do not exceed Re. 1 per day will be 
totally exempt from payment [towards the Fund ; their share 
of contribution will be met by the employers. 

Following the recommendations of the I. L. 0. experts, the 
Act has provided for 3 types of benefit, which the insured work¬ 
men will enjoy: (1) Sickness cash benefit for not more thau 8 
weeks plus medical care and treatment, (2) Maternity benefit at 
the rate of 12 annas a day for 12 weeks together with medical aid; 
and (3) Disablement and Dependant’s benefit in case of employ¬ 
ment injuries equal to half the average wage. In the event of 
death resulting from employment injuries pension will be paid 
to thewidow or minor dependants, if any. It is provided that 
medical care and treatment will be arranged for by the State 
Governments and the cost of such aid will be shared between 
the StateGovernments and the Corporation. Workmens’ State 
Insurance Courts will be set up to decide disputes and adjudicate 

on claims. 

The State Insurance Scheme has been introduced in Delhi 
and Kanpur to start with and is expected to be extended all 
over the country within the next 3 years. It is understood 
that on account of the vastness of the country and other pracfci- 
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cal difficulties, the scheme could not be imp'emented through¬ 
out the country simultaneously. Certain objections were 
received from employers in Kanpur at a very early stage of 
impliraentation. It was pointed out that regional .mpl.men- 
tation would seriously affect the competitive capacity of Indus- 
try in those regions. To overcome this the original Act was 
amended in October, 1951. The employers' contribution is 
now spread over equitably on all employers throughout the 
country. The employees will contribute their share on y m 
those regions where the scheme is implemented. In all lac- 
tories, other than seasonal factories, run with power and em¬ 
ploying 20 or more persons, the employees getting a salary 
of not more than Rs. 400 p. m. are covered by the scheme. 
Under the present arrangements, it is proposed to set up 10 
dispensaries, one being mobile, in Delhi and 13 d.spcnsaries in 

Kanpur. 

The social insurance scheme under consideration is con- 
peeled with tbe destiny of millions of our countrymen. Certain 
adverse commnets which have been made deserve to be men¬ 
tioned at this stage. The exclusion from tbe scheme of orga- 
nised industries not covered by a Factory Act, such as the rail¬ 
ways, mines and plantation, may be considered unjust in sci far 
aa they account for some fifty per cent of the organised labour 

in this country.. 

It may also be pointed out that the cash benefits provided 
for are very meagre amounting as they do to only half the average 
daily wage. The benefits must be some substantial compensa¬ 
tor the loss of wages. According to international etamlard . 
the rates ought to be two-.hirds of the average wag. Yurt) . 
the present Act does not propose to super,ede the Act of 
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and relies on it for all fundamental principles. This is rather 

strange and may create confusion in practice. The Act of 1925 
laid the burden of proof on the worker,—the same feature per¬ 
sists in the new Act also. We suggest that all injuries by 
accident should entitle the workmen to claim cash benefits and 
medical treatment in the first instance. It should then be 
decided whether it is employment injury or otherwise so as to 
allocate the cost to proper heads of expenditure. Finally, social 
insurance schemes all over the world provide for a contribution 
by the State towards the Insurance Fund, but the Indian 
scheme does not contemplate any such contribution. It will 
thus be unusually burdensome to the employers and employees. 
There is a great deal of enthusiasm to be found in this country 
in connection with social insurance measures. It would have 
been better if the present scheme covered a greater number of 
risks and granted some more benefits. The measure may thus 
be looked upon as extremely inadequate in the context of 
present day labour conditions in India. The omission of the 
agricultural population is also likely to be looked upon with 
disfavour, since a scheme of co-operative insurance is considered 
to bo long over-due. But on the other hand, it can also be argued 
that India with her present economic and political set up 
can ill afford a full-fledged social security scheme. The 
present scheme which was recently inaugurated by the 
Prime Minister of India has a limited scope ; inspite of its 
limitations it appears to be a sound piece of legislation. 

Conclusion 

For nearly a century now labour laws have been evolving 
themselves. It is encouraging that positive improvements are 
noticeable in this evolution. Till the end of the first world 
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War, labour laws were more disjointed and lacking in precision. 
Thereafter the International Labour Code prov.ded the 
fountain-source of all legislation, proving to be a really depend, 
able guide. In recent years considerable progress has been mac e 
in the initiation of measures, statutory and others, to improve 
the workers’ lot and his living conditions. But ob ™ u8 'y 
much yet remains to be done and the ta.k ahead must not be 
lost sight of. It serves no purpose merely to add o 
voU! of protective legislation. The need for a compr. 
hensive labour code is felt very much nowadays. T 
existing laws require to be presented much more precise^ 
than they have been done. The restrict,vo scope of recent 

legislative measures need not worry us. But at the san 'c 
half-hearted measures ought to be avoided at all costs. Wen 
some of the recent enactments are made appltcable to selected 

industries. There is no doubt that organised ,ndustneS " ^ 
suited for applying experimental measures. But >ere 
be some uniformity in the industries chosen for various A . 
Some of the vital malaise of Indian economy require drastic 

remedies. The welfare state is tbs ideal to be ettaincii 
the signposts should also indicate that it lies not too fan 
That it is not an unattainable ideal has been proved beyond 
dispute. It is for India now to forge ahead with a ore 

at her command. 


CHAPTER VII ' 

INDUSTRIAL RELATIONS 

One basic condition for the success of industrial develop¬ 
ment is the existence of harmonious industrial relations between 
employers and workers. An atmosphere of goodwill, co-opera¬ 
tion and peace in industry must prevail, if we want rapid 
industrial development, which is surely the only effective way 
to solve the fundamental economic problems of the country. 
In the absence of this essential condition, whatever we may do 
in the sphere of fixation of production targets or enunciation 
of policies, it will not lead to anything substantial. 

Our position in this respect is none too happy. For 
some time past, specially since the time of the second World 
War, industrial relations in the country have been fast deterio¬ 
rating. The following tabic will clearly bear it out. 


( 

Year : 

Number of iNumber of Workers; 

1 

Number of Working 

Strikes 

Involved 

Days Lost 

1936 ... 

157 ! 

1,69,029 

23,58,062 

1939 ... 

400 

4.09,189 

49,92,795 

1941 ... 

359 

2,91,054 1 

33,30.503 

1943 ... 

716 

5,25,088 

23,42,287 

1945 ... 

820 

7,47,530 

40,54 499 

1947 ... 

1,811 

18,40,784 

1,65,62,666 

1949 ... 

920 

6,85,457 

66,00,595 

1950 ... i 

814 

7,19,883 

1,28,06,704 
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Placed as we are, we can Ul-afford industrial ho.tilitieE. on 
ouch a vast seale. Our greatest need at the present .s to step 
™ overall produetion to the maximum pos S1 ble exten . 
be able to do this, elosest collaboration between labour and 

capital is absolutely necessary; there must JT^ is three 

““*5Si-.*-» 

r -r 

5r t=r *=£=££ 

« . .“i,— its 
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the country. 

II 

Indian Trade Union Movement 

The Indian Trade Union Movemen* ^ tlT^tWorld 
took some sort of shape during t e cour 

war. The situation that was^created by thatwar^ ^ ^ 

to prices and wages gave imp f their grievances. A number of 
onions for demandmg redms^ But most o{ the m 

ir 8 mer: W sJe committees and so died ont after a short. 

stormy but useful career. factor s Mped 

After the termination of the war was a 

the growth of the movement. In the Bret place, 
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good deal of awakening amongst the industrial workers. They 
now appreciated the need of joint resistance to exploitation 
through collective action. The strength that organisation 
brings dawned upon them. This awakening or consciousness 
continued to grow throughout the period between the two world 
wars. Besides, there was a somewhat rapid industrial growth 
after the first World War on account of the new economic policy 
of the British Government. This created a great demand for 
workers and thereby also increased the necessity and opportu¬ 
nity for the formation of trade unions. With the passage of 
the Trade Union Act in 1926, the trade union movement in 
the country got an additional fillip. That gave a legal status 
to workers’ organisation. All this led to steady development 
of trade unions in the country. An idea of the extent of the 
growth of trade unions during the inter-war period can be had 
from the following figures: 


Year 

Number of Registered 
Trade Unions 

Total Membership 

1927-28 

29 

100,619 

1931-32 

131 1 

235,693 

1935-36 

241 1 

268,326 

1939-40 

667 

511,138 


During the second World War, the trade union movement 
continued to progress steadily. In 1941-42 the number of 
unions stood at 747 with a total membership of 573,520. By 
1944 the number of unions had gone up to 818, having a total 
membership of 780,967. Since the termination of this war. 
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the growth of the movement has been very remarkable as i» 
evident from the following figures : 


Year 

No. of Registered Unions 

• 

Total Membership 

11)46-47 

1,725 

1,331,962 

1947-48 

2,766 

1,662,929 

1948-49 

3,150 

1,960,107 


Now more awakening has come amongst the workers as a 
result o lTo-economic upheaval in the country. They■ have b■ 
come more and more conscious of their rights and of the .mpor- 

gain strength and inHuence among the workmg 
played its part in increasing the trade union actmty. 

The Indian trade union movement has a number of 
federations and national organisations. The oldest nat.ona 

• * inn ifl the All-India Trade Union Congress. It ca 

•r existence in 1920, one of the main factors which hastened 
the birth of this workers’ 

"r'“ rt 1 *"• - 

in the country. It laia down an d 

ordination of activities of all labour n*™ ' in roat ters 
the furtherance of the inheres a of In an labo r ^ 
economic, social and pol.t.cal. By 1920 
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had begun to wedge themselves into the growing labour 
movement, and as a result of their militancy and activity 
they soon became a powerful factor in the A. I. T. U. C. which 
was till then entirely under the leadership of moderate leaders. 
In view of the great differences between communists and older 
leaders in matters relating to ideologies and even with regard 
to the day-to-day functions of unions, split was inevitable. The 
actual split in the A..I.T.U.C. took place at its Nagpur Session 
held in December 1929 under the presidentship of Shri 
Jawahar Lai Nehru. The points at issue were two: one was 
the boycott of the Royal Commission on Labour and the other 
was the A.I.T.U.C.’s affiliation to the Pan-Pacific Trade Union 
Secretariat, When these two resolutions were passed, the 
moderate leaders walked out of the A.I.T.U.C. and decided to 
form a new organization under the name of the All India 
Trade Union Federation. Two years later, the Federation, 
provisionally formed at Nagpur, was dissolved and a new body 
was brought into existence bearing the name of the National 
Trade Union Federation. In the meanwhile efforts were being 
made to bring about unity in the workers’ movement. 
But for some years a position of stalemate continued in regard 
to the search for unity. At last, after years of little apprecia¬ 
ble progress, an amalgamation took place between A.-I.T U.C. 
and N.F.T.U. in 1938. At this time the Indian trade union 
movement was a united whole. In all India politics as well as 
in other matters, it was speaking with one voice and through 
one organization. 

But soon came another split. That was in 1941 on the 
issue of India’s attitude towards the anti-Fascist war. The 
A.I.T.U.C. under the influence of national movement refused 
to support the war. Some members, led by the Radical 
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Democratic Party, wanted the A.I.T.U.C. to support and partici¬ 
pate in the war, irrespective of the acts of omission and 
commission of the'British Government. Since this was not 
accepted, the Radicals left the A.I.T.U.C. and started a new 
organization under the name of the Indian Federation of Labour. 
It continues to be a separate body even after the termination 

of the war. 


Yet another split has taken place, resulting in the 
formation of the Indian National Trade Union Congress 
in May 1947- The sponsors of this new organization demand 
that the union movement must uniquivocally adopt the 
nationalist out-look. It reposes its faith in the Indian 
National Congress and its leadership, and is pledged to aclueve 
the objectives by peaceful and democratic means. 


Besides these, there are two more all-India organisations 
in our trade union movement, air. the Hind Mazdoor Sahha, 
and the United Trade Union Congress. The latter is of recent 
origin formed in April 1948. Out of all these national organi- 
sations, the Indian National Trade Union Congress is recognised 

by the Government as the most representative organisation of 
workers in the country. 

Although the Indian trade union movement is now more 
than 30 years old, it is yet in its infancy. The movement, as 
it exists today, is highly weak and unstable. It has not yet 
touched more than a small fraction of the total number of 
wage earners in the country. There are few stable mass unions. 

Quite many of them serve as strike committees and practically 

cease to exist after the dispute is over. The membership of 
unions is still a very fluctuating and uncertam quantity It 
grows immediately before and after a strike, and dwindles ,n 
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periods of normalcy. The funds of unions are also very meagre. 
On account of this many of them cannot have paid staff. Nor 
can they undertake any social welfare programmes for their 
members. This greatly limits their usefulness. 

Another source of weakness lies in the fact that except in a 
few cases, the leadership of unions still rests in the hands of 
“outsiders” whose inteiests are not always identical with those 
of the workers. Yet again, under the existing Trade Union Act 
of 1926 even the elementary right of recognition is not available 
to trade unions. The employers are under no obligation even 
to negotiate with trade unions. As a result sometimes 
trade unions have to resort to strikes to make themselves 

heard. 

But what is most serious is that our trade union move¬ 
ment has of late become an arena for the struggle of conflicting 
political ideologies. At present we find that the different 
political parties of the country are vieing with one another to 
capture the labour movement and utilise to augment their 
political strength. Most of them have their own central trade 
union organisations through which they try to win the support 
of industrial labour. Very often tall promises are made, strikes 
are arranged only to serve their selfish party ends. All this 
has led to fragmentation of the movement into, more or less, 
vertical and hostile camps. The movement to-day awfully lacks 
unity and solidarity. This is indeed very serious. Divided 
into rival unions, workers are unable to gather strength to 
protect and advance their interests. Its effects on the 
country’s economic system are no less serious. 

Thus we find that although the first essential condition 
for industrial harmony is not altogether absent, it is as yet 
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inadequately developed and is highly imperfect. Suitable 
steps must, therefore, be taken to create this condition ; that 
is, to encourage the development of the trade union movement 
on sound and healthy lines. Without this it would be 
extremely difficult, if not impossible, to achieve industrial 
harmony in the country. 

Efforts should be made to bring about unity in the 
labour movement, to preserve and further strengthen it. For 
this it is necessary that the movement must keep itself clear of 
the conflicting‘isms’and adopt an independent policy best 
suited to the interests of the working class. This, however, 
does not imply that the movement must be completely 
divorced from politics, or that workers must not take interest 
in politics. In a democratic country so long as the worker has 
the right to vote and the right to orgauise, trade unionism 
cannot be divorced from politics. Both are considerably inter- 
related. As individuals, workers may take interest in politics; 

they may even belong to different political parties ; but this 

need not cause any split in the movement, if the internal 
working of the trade unions is frankly democratic, and “none 
of the political parties is interested in utilising trade unions 
as such for its own political advancement.’’ 

Another essential thing is correct leadership,—a leader- 
ship which is not prepared to sacrifice the interests of the 
workers at the altar of political aims or personal ends. To 
create this, it is necessary* that labour leaders should be 
chosen, as far as possible, from within the working class itself. 
This will help to avoid the conflict of interests, and at tho same 
time will also encourage the spirit of self-reliance and freedom. 
Movement will then become more spirited, responsible and 
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independent. And naturally then it will be in a position to 
command more respect from workers, employers and the 
Government. 

At the same time it is also necessary that workers should- 
have some amount of education. Illiterate and ignorant 
workers are very likely to fall an easy prey to the propaganda 
of interested leaders and political groups. They also cannot 
understand and appreciate the proper role of trade union 
movement. Nor can they supply efficient labour leaders from 
amongst themselves. The movement, under such circums¬ 
tances, will remain weak and even irresponsible. 

The role of the employer as also that of the Government 
in the proper development and functioning of the trade union 
movement can in no case be under estimated. The employers 
can greatly help in the growth of healthy labour organisations 
by “recognising” unions. Similarly the Government, through 
legislative and other measures, can create favourable conditions 
for the development of unions on sound and healthy lines. 
But unfortunately the attitude of both has so far been most 
unhelpful, even hostile. The fact, that even the elementary 
right of recongnition is not yet available to trade unions is a 
clear proof of it, if any proof is needed at all. 

Realising, though so late, the need for a thorough overhaul 
of the trade union law, the Government introduced the Trade 
Union Bill in the Union Parliament in 1950. It provides for 
compulsory recognition of unions, if they fulfil certain condi¬ 
tions. Labour Courts are to be set up under this Bill which 
will be competent to direct employers to grant recognition to 
trade unions which fulfil the conditions laid down in the Bill. 
It guarantees to a recognised trade union the right to negotiate 
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with employers in respect of all matters connected with 
employment or terms of employment of its members. It also 
provides penalities for unfair labour practices which include 
joining an illegal strike by a majority of members, submission 
of false returns and advice by the union executive to join an 

illegal strike. 

With regard to the role of outsiders, the Bill adopts a 
middle course. In the case of unions consisting of wholly or 
partly of civil servants, it is proposed to debar outsiders from 
becoming members of their executives. In respect of other 
unions, the proportion of outsiders has been reduced to four, 
or one-fourth of the total number of the executive, whichever 

is less. Other provisions of the Bill are designed to tighten up 
the administration of trade unions. 

Although it will be out of place to examiue here the pro- 

visions of the Bill, it may, however, be pointed out that care 

should be taken to see that the new machinery is not beyond 
the comprehension of ordinary workers. Otherwise it will 
further increase their reliance on outside intellectuals for the 

management of unions. 

Ill 


Employers* Attitude 

Turning to employers, we fiind that they are fairly v.ell 
organised on national and industrial lines. Out of the 35 
employers’ associations which submitted returns in 1949. 24 
were in the miscellaneous group, 7 were in textile, 3 in the 
transport group and one was connected with agriculture. 

Though it is no doubt true that industrial harmony can 
be effectively secured only through triangulv co-operation 
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ld“ncement, security against sickness, old age, etc. all theae ^ 
certainly g° * J n do a lot in building up a 

*553* and responsible body of where by freely extern 

ding recognition to trade unions and closely associating them m 

matters rdating to engagement, promotion, punishment, drsmis- 

1 «to They can also do much in the creation of a sense of 

belonging and oneness among workers by introducing schemes 

of boTus payment and profit-sharing. Thus in so many ways by 

beeping the workers satisfied, the employers can considerably 

help in building industrial peace. This wiU no doubt involve 

some investment on the part of the employers, but that will pay 

for itself through fewer strikes and increased labour efficiency. 

* 

In India, barring some progressive employers who can point 
to various welfare and amenity schemes for their employees, 
thev have generally “failed to recognise the value of the human 
element in the .industry and their responsibility to provide 
proper working conditions and measures for the welfare 
and well-being of their workers, both inside and outside the 
factory ” Their attitude towards workers and their organisations 
has been far from satisfactory. Generally they consider it 
below their dignity to discuss management problems with repre¬ 
sentatives of the workers. Membership of unions and repre¬ 
sentations through them are penalised in one form or another. 
Some improvement has, no doubt, taken place in their attitude 
to workers and their organisations in reoent times, specially 
since the establishment of the Tripartite Labour Conference. 
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They have now become more responsive. Yet a good deal of 
indifference, if not hostility, still exists. This must go, if we 
want to build up industrial peace. Employers must shed 
their greed and prejudices and adopt a more liberal and pro- 
gressive attitude towards workers, treating them not as hfeless 
parts of machines but as partners. Of course, at the same 
time workers too should realise tbeir responsibilities and adopt 
a cooperative attitude. At present quite "many Indian trad 
unions and their officers concentrate their energies on the ester- 
tion of concessions from employers, regardless of the desura, 
bility of the recompense of higher production. Good and bad 
employers there are in India, as in any other country, but even 
the most generous and enlightened employers are by no means 
immune from agitation damaging to production. 

IV 

Disputes Settlement Machinery 

Finally, we turn to the machinery that has been devised 
for the prevention and settlement of industrial disputes m the 
country. A statutory machinery for this purpose was created 
for the first time in the country under the Trade Disputes Act 
of 1929 The Act provided for the setting up of an ad hoc 
Court of Inquiry or Board of Conciliation by the appropriate 
Governments for the reference of industrial disputes. The duties 
of the Court of Inquiry were to investigate into the disputes 

referred to it and to report to the appointing authority. 

The Boards of Conciliation, on the other hand, were 
charged with the duty of trying to effect 'fair and amicable 
settlement,' failing which they were simply to report to the 

appointing authority. In the case of public utility services, 
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the Act imposed an obligation on workers and employer® 
to give a fourteen days’ notice before declaring a strike or a 
lookout. In the absence of such notice, strikes were to be 
treated as illegal and hence punishable under the Act. 

The above Act was obviously very limited in Bcope. It 
placed no obligation on the Government to refer the disputes 
to a Court of Inquify or a Board of Conciliation by itself. 
Nor did it confer any authority on the Government to 
enforce the recommendations of such bodies. With the publica¬ 
tion of the report, the statutory obligations of the public 
authorities ended, reliance being placed on the public opinion 
to induce the parties to accept the recommendations contained 
in the report. Such were the narrow provisions of the Act. 
In fact, as the Royal Commission so effectively pointed out, 
the Act tried “ to copy the less valuable part of the machinery 
employed in Great Britain, while ignoring the most valuable 
part. There, less reliance is placed on ad hoc public enquires 
of the kind contemplated in the Indian Trade Disputes Act 
than in the efforts of the conciliation officers and others 
to bring the parties privately to agreement.” The Indian 
Act did not provide for the creation of a standing machinery, 
like the one that was set up in England by the British 
Industrial Court Act, 1926, to deal with industrial discontent 
from its very beginning and to attempt to bring about a settle¬ 
ment by conciliation at the initial stages of the dispute. 
It was as late as 1938 when this defect was removed by 
the addition of section 18-A which provided for the appoint¬ 
ment of Conciliation Officers “charged with the duty of 
mediating in or promoting the settlement of trade disputes ” 

Besides the narrow scope, the administration of the 
above Trade Disputes Act by the old Government was 
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equally defective. The Government seldom utilised the 
machinery provided in the Ac, Between 1929-193 more 
than 500 disputes occurred in the country, but ordy two 
Courts of Inquiry and two Boards of Cone,hat.on were 
appointed by the Government. Generally, the Gove 
withheld it/ hand until a dispute had attained a senou 
magnitude and became a threat to public peace A considerate 
change, however, took place in the attitude of the Government 
with the formation of Congress Ministries m several provmc. 

It was certainly to the credit of the new Congress Provincial 

L. a..,..* 

of office they appointed in the case of at least fifteen 
ot office, tney pp . n nRr dB of Cone lation, 

disputes Committees of Inqurry or Boards o 

m0 st of them under the Trade Disputes Act. But soon 
came the exit of the Congress Ministries for reasons 

known to all of U8. 

a ™. —•». 1* 

lockouts and to issue orders requirmg employers an a oi ^ 

observe specified terms and conditJ*** t 7toTd'judicator. 
Government could also refer any r P i ocko ut was 

A fourteen days' P™ notice Strilie9 

proceedings and also during the per ; d by the 

made binding. These powers were freely 
Government till the duration of the war. 
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These different steps kept within control the labour situa¬ 
tion during the war-period. But soon after the termination of 
the war, serious labour troubles broke out, dislocating rudely 
the socio-economic life in the country. With every advance of 
the post-war period, the strike-fever became more widespread 
and acute. The existing machinery for the prevention and 
settlement of industrial disputes could not cope up with the 
new situation. It needed complete overhauling. The Interim 

Government which was set up during this period was not slow 

to attend to this vital problem. It fully realised the urgency 
of devising some effective and speedy machinery for settling 
industrial disputes which were and are still holding up produc¬ 
tive activities. Accordingly in 1947 the Industrial Disputes 
Act was enacted to replace the Trade Disputes Act of 1929. 
This removed certain defects in the working of the earlier Aot 
and provided a more prompt and effective machinery for resolv¬ 
ing industrial disputes. 

Except for certain minor changes which were introduced 
by the Industrial Disputes (Banking and Insurance Com¬ 
panies) Act, 1949, no important change was introduced in 
the Act of 1947 till May, 1950. In May 1950 the Government 
passed another measure known as the Industrial Disputes 
( Appellate Tribunal) Act to provide for the establishment of 
a Labour Appellate Tribunal and also to introduce certain 
important changes which had become necessary in the light of 
the Act of 1947. The following are the main provisions of the 
Act as it stands now. 

A salient feature of the Act is the provision for the es¬ 
tablishment of Works Committees. It authorises the appro¬ 
priate Governments to order any employer employing 100 or 
more workers to set up a Works Committee consisting of the 
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f fLA emnlover and workers in his establish- 
representatives of P ^ Committee js t0 fo8t cr the 

ment. The chiel measures for securing 

epiritofiointconsu^ n and^P ^ ^ and 
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employees. Certainy when it has become a 

conflict mutually m intervention of a third party, 

complicated '" ue ^ q ^ or ® 9 Commit tee, it is hoped, will go a 
Thus the provision differences between 
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Industrial Tribunals Tribunals is at the 

Reference of disputes to oar , ^ parties to 

a dispute apply for such a refe , to a Boar d, 

dispute to a Tribunal. „ QO ,.hprf 

v . w it i3 laid down that if an agreement is reached 

in the course of tte 

a full report to the appropria responsible 

taken to bring about a settlement as aU re Lpt of 
for the failure of the conciliation proceed g . 
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the report, the Government may refer the dispute to an Indus¬ 
trial Tribunal for adjudication. The awards of Tribunals are 
binding on the parties. The appropriate Governments are, 
however, empowered to reject or modify their awards which 
are not appealable and in which they are a party to the dispute, 
if they think that it would be inexpedient on public grounds to 
give effect to them. But in all such cases they are required to 
place before the Legislature the award along with the reasons 
for rejecting or modifying the same. 

The Act prohibits all strikes and lockouts during the pen¬ 
dency of conciliation and adjudication proceedings as also during 
any period in which a settlement or award is in operation, in res¬ 
pect of the matters covered by the settlement or award. The Act 
also declares strikes or lockouts iu publio utility services to be 
illegal, if they are commenced or declared Without giving a 
notice in the prescribed manner. Financial aid in direct fur¬ 
therance of an illegal strike or lockout is prohibited and is 
punishable under the Act. 

Under the provisions of the Industrial Disputes Act, 1947, 
a large number of Industrial Tribunals were set up by the 
Central and State Governments to settle [industrial disputes. 
In the absence of any guiding principles and co-ordinating or 
reviewing authority, the different Tribunals expressed widely 
divergent views on important matters referred to them. The 
conflicting awards of Tribunals in different States and sometimes 
even in the same State created great anomalies and complica¬ 
tions, resulting in discontentment both among employees 
and employers. To meet this situation, the Central Govern¬ 
ment set up a Labour Appellate Tribunal under the Industries 
Disputes (Appellate Tribunal) Act of 20th May, 1950 with the 
avowed object that, by its decisions, it would co-ordinate the 



INDUSTRIAL RELATIONS 


121 


activities of the large number of Industrial Tribunals appointed 
ly the Central and State Governments. The Appellate 
Tribunal is empowered to hear appeals from any award or 

decision of an adjucating authority, if the appeal involves any 

substantial question of law, or if the award or decision relates 
to wages, bonus, employers' contribution to pension and 
provident fund, classification by grades, retrenchment, and the 
like. It is entitled to confirm, vary or reverse the award or 
decision appealed from and to award reliefs to the appellant. 

Some of the States like Bombay, Madhya Pradesh, 
Uttar Pradesh, Madhya Bharat, Mysore etc. have also 
passed separate Acts to supplement the Central Act, provi mg 
for the creation of internal and external machinery for the 

prevention and settlement of industrial disputes. The dispute 

prevention and settlement machinery laid down in 
Industrial Disputes Act, 1947 or in the State enactmen s a 
been created in most of the States. Speaking generally, the 
organisation set up consists of Works Committees, Labour and 
Conciliation Officers, and Industrial and Labour Courts fo arb • 
tration and adjudication. A number of whole-tune Concd.at o 
Officers have been appointed in different parts of the coun y 
who assist employers and workers in the settlement of disputes 
bv mutual negotiations before these assume bigger proportions 
nd end n stoppages of work. Formation of Works Comm, 
a ordered by most of the State Governments. 

Standing Industrial Courts have also been established at many 
State Governments also set up ad koc Industrial Tribunals 

# 

, and when necessary. 

To create uniformity and effect some other improvements 
in the existing law, the Labour Minister of the Union Gove - 
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ment introduced the Labour Relations Bill in the Parliament 
in February 1950. When passed, this will replace the various 
existing Acts on the subject. The Bill prescribes the 
procedure for certification of unions for collective bargaining 
purposes. To become a certified bargaining agent, a union is 
required to have at least 50 per cent of the workers of the 
establishment as its members. The workers cannot change 
their bargaining agent during the currency of a collective 
agreement. Collective agreements or awards are to be binding 
for one year at least. The Bill provides a number of restric¬ 
tions on strikes and lockouts. There can be no strike or 
lockout during conciliation and adjudication proceedings or 
during the life of an agreement. Heavy penalities ha-re been 
provided for on illegal strikes and lockouts. In case of illegal 
strikes, workers will lose their wages, bonus, employers’ con¬ 
tribution to provident fund, and the union will lose its 
registration and certification. The employers are to pay 
compensation during a legal strike and penalty-wages at one 
and half times in case of an illegal lockout. The Government 
can ban a strike in public interest by declaring an 
emergency. 

It is also provided in the Bill that during conciliation 
and adjudication proceedings, the employer cannot change 
conditions of employment or suspend any employee; The 
questions relating to retrenchment and rationalisation are to be 
referred to a Tribunal which will decide the number of staff to 
be retrenched and compensation for them. 

The Bill provides a fact-finding machinery, conciliation 
machinery and a hierarchy of judicial machinery in the form 
of Labour Courts, Labour Tribunals and Appellate Tribunals. 



INDUSTRIAL RELATIONS 


123 


The Bill has passed the Select Committee stage, but it 
remains the subject of great controversy. Both employers 
and employees seem to be dissatisfied with its various aspects. 
Its future in the present form is quite doubtful. 

The existing machinery for the prevention and settlement 
of disputes is definitely more prompt, speedy and effective than 
that obtainable in the country before 1947. Aided by other 
factors, it has helped in reducing industrial strife as is eviden 
from the following statistics : 


Year 

Number of 
disputes 

Number of workers 
involved 

Number of man-days 
lost 

1947 

1,811 

1,840,784 

16,562,666 

1948 

1,259 

1,059,120 

7,837,173 

1949 

920 

685,457 

6,600,595 

1950 

814 

719,883 

12,806,704 


This shows that industrial relations continued improving 
till 1950 when a general strike in the textile industry of Bombay 
reversed the trend. This strike alone accounted for a time- 
loss of over 9,400,000 man-days. 

There is, however, one thing which is being severely 
attacked by certain labour leaders,—that is the principle o 
compulsory arbitration which is embodied in the Act. t is 
argued that compulsory arbitration constitutes a denial of the 
fundamental right of the trade union, the right to tak 
concerted action. It will, therefore, strike at the root of the 
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trade union movement and thereby remove one of the essentials 
for the maintenance of peace in industry. The clause 29 which 
prescribes penalties for illegal strikes is specially objected to. It 
is said that “by this clause we are practically reviving the old 
indenture system,” and making “a civil wrong commited even 
bv an individual a crime.” 


It is perfectly allright to say that the right to strike 
is a very important instrument for workers whioh enable them 
to bargain effectively with employers. Normally this right 
should be respected. But all the same we must not forget the 
inter-dependence of industry and the community. An indus¬ 
trial dispute is not only a domestic issue between employers 
and employees; it concerns the entire community. The losses 
resulting from industrial warfare are, indeed, so great that no 
Government can afford to be a silent observer. This is specially 
so in case of under-developed countries where the main problem 
is that of low production. In these countries, trade unions are 
also usually weak and cover only a minority of the working 
class. To leave the two parties,—one weak and the other strong 
—to fight to the finish will certainly be unjust. India is suoh a 
country. As such it cannot afford the luxury of strikes. The 
provision of compulsory arbitration is thus necessary to ensure 
that the genuine grievances of the aggrieved party are redressed 
and further that the economie life of the community is not 
endangered by the activities of an adamant employer or an 
intransigent trade union. 


Under the existing Act, all the disputes are not to be 
referred to Tribunals for adjudication. In fact arbitration 
is not to supplant but to supplement conciliation. It is only 
when both negotiation and conciliation fail that the question 
of reference to a tribunal is considered by the Government. 
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To conclude, though some improvement has been effected 
in the machinery for the prevention and settlement of 
industrial disputes, this by itself will not be sufficient. Securing 
of industrial peace, to emphasise once again, is a matter of trian¬ 
gular cooperation,-cooperation among workers, employers 

and the State. Each parly must play its full part, extending 
its unreserved cooperation. Workers should fully realise 
their responsibility in free India, and the employers need to 
adopt more liberal and progressive outlook. The State, 
on its part, should secure social justice and economic freedom 
for labour, and also create conditions for the peaceful settle- 
ment of differences between employers and employees, lailure 
of any one section will have disastrous consequences. 



CHAPTER VIH 


PROBLEM OF COTTAGE INDUSTRIES 

India has all along been a land of cottage industries. 
They played a very vital rolo in the pre-British Indian economy. 
In fact, they formed the back-bone of economic life in the 
country. During that period, Indi* had attained a high degree 
of skill and perfection in the arts of manufacture. Her indus¬ 
tries, which were purely of the cottage type, were in a very 
flourishing stage and her manufactured products were in great 
demand in the different parts of the world. But then came the 
modern industrialism as a by-product of our political relation¬ 
ship with England. Under its stress, India’s old balanced 
economy completely broke down, leading to serious economic 
dislocation. In the economic chaos that followed, Indian 
cottage industries struggled hard to hold their position. But 
the odds against them were too heavy. The break-up of the old 
village self-sufficient economy, the invasion of cheap machine- 
made goods, the vicissitudes of tastes, the indifferent and 
apathetic attitude of the State, all combined together to crush 
the once prosperous cottage industries of the country. Many 
of the cottage industries were strangled to death, many more 
were reduced;, to mere skeleton. Yet they did not completely 
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BUCCumb to the grievous injuries inflicted upon them. Instead, 
thanks to Swadeshi Movement launched in the country from 
the opening of the present^entury, the cottage industries began 
to recover steadily. The political campaign of 1921 and 1931, 
with its insistence on khaddar and other indigenous crafts, 
created an atmosphere conducive to the development of many 
cottage industries. As a consquence, there was increased 
industrial activity among the small producers in many parts of 
the country. Their production increased both m quantity and 
variety The extent of the growth of cottage industries can be 
judged from the fact that the number of workers engaged in 
them constituted as much as 85 per cent of the total number of 

industrial workers. . r . 

The year 1936-37 marked a turnmg point in the iortune 

of cottage industries. In that year the Congress came to power 

in several provinces. Pledged to the raising of the standard of 

living of the masses, the Congress took up earnestly the cause of 

cottage industries. The World War II gave yet further impetus 

to the growth of cottage industries. As a result, today they 

are once more firmly rooted in the Indian soil, forming an 

integral part of our industrial structure. The reason for this lies 

in the fact that they are the product of our peculiar economic 

background as well as of our social and ethical ideals. 

It is in this background that we may consider the role of 

cottage industries in the future industrialisation of the country. 

But before doing so, it is essential to examine and explain the 

concept of cottage industry. 

II 

The Concept and the Structure 

Though it is now being increasingly realised that for 

India a country of teeming millions where unemployment, 
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poverty and hunger stalk at every step, there can be no better 
solution than the well tried weapon of cottage industry, yet 
there appears to be a good deal of confusion over the use and 
meaning of the phrase “cottage industry.” In fact it is partly 
nn account of the confused and wrong notion of the term 
that some entertain grave doubts about the future of cottage 
“ trv Since the effective solution of our major economic 

Ills ultimately lies in the healthy development of cottage Indus- 
try , it is necessary to have a clear and correct idea of the term 

“cottage industry . 

The term ‘cottage industry’ has been variously defined. 
Some use it in the sense of arts and crafts; some take it to 
an rural industries connected with agriculture; some hold 
Xat the essence of cottage industry lies in the manufacture 
being carried on in the homes of the workers. There are some 
thers who state that in order to be classed as a oottage 
lorker the artisan should be working on hiB own account. 
Still others lay down the absence of the use of power an 
machinery as a test of cottage industry. To illustrate these 
varied points of view and crieteria of judging cottage industry, 
some typical definitions given by different Committees m 

India may be usefully noted. 

The Industrial Commission have defined cottage indus¬ 
tries “as industries carried on in the homes of the workers, where 
the scale of operation is small and there is but little organi¬ 
sation, so that they are, as a rule, capable of satisfying only 

local needs . 

The U. P. Industrial Organisation Committee, while 
discussing the scope of cottage industries, defined them “as 
those in which work is done, generally speaking, m the homes 
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of artisans, and occasionally in small factories run by small 
industrialists of the entrepreneur type, power-driven machinery 

being rarely used. 

Though the Royal Commission on Agriculture did not 
attempt any concise definition of the term, they tried to dis¬ 
tinguish it from other forms of organisation by concrete 
examples. They remarked that “the practical distinction lies 
in their smaller size and in their type of organisation.” They 
characterised the organisation of the cottage industries as a 
part and parcel of the “self-sufficing economy of the village, 
where the craftsman serves the village on a basis of status 
rather than of individual competition.” Thus the Royal Com¬ 
mission used the expression ‘cottage industries’ in the sense 
of rural industries. The same view was also held by the Indian 
Central Banking Committee. Cottage industries, according to 
them, mean rural industries which come appropriately under 
the head “village and domestic industries providing subsidiary 
occupation to agriculturists.” 

Then there is the Bombay Economic and Industrial 
Survey Committee which is considered to be the most recent 
authoritative body to express an opinion on the subject. 
According to them “cottage industries are industries where no 
power is used and the manufacture is carried on, generally 
speaking, in the home of the artisan himself and occasionally 
in small Karkhanas where not more than 9 workers are 
employed.” They further remarked: “We arc of the opinion 
that the fundamental characteristics of the cottage industry are 
(t) the absence of the use of power, and (tt) the location of the 
manufacture in the home of the cottage worker. From an 
ideal point of view, a third characteristic should be the owner¬ 
ship ot the instruments of production by the cottugc worker 
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himself and a kind of organisation where the industrial worker 
will either be his own master, or will belong to co-operative 

organisation.” 

Let us closely examine the important points raised in 
these various definitions and find out to what extent they can 
he accepted as essentials of cottage industry. For the sake of 
convenience, we may examine the main points raised in the 
above definitions under the following heads: 

(a) Place of work 

(b) Sale and Organisation 

(c) Use of power and machinery 

(d) Number of people employed 

(e) Ownership of establishment 

(a) Place of work —In many of the definitions, the term 
‘ cottage industry ’ has been used literally for home industry ; 
that is, an industry where the manufacture is actually earned 
on in the home of the worker. The location of work m the 
artisan’s own home is put down as an indispensable feature of 
cottage industry. This condition is very well satisfied by many 
cottage industries. The oil pressing by bullock-power contmues 
to be located in the home of the oilman from very early times. 
His wife and children work along with him. The spinning and 
weaving industries clearly come in this category. Similar is e 
case with the shoe-maker, the dyer, the goldsmith, and many 
others who follow their respective professions in their own homes. 
But to generalise from this that the location of the manu¬ 
facture in the home of the artisan is an essential test is 
not very correct. There are several cottage industries which 
can in no case be carried on in the homes of the workers. Can 
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any one hope to fish or tap palm trees in his own home ? Or 
take for illustration, the leather tanning industry. The tanning 
of leather is a very offensive work. Nobody, circumstances 
permitting, will like to pursue this industry in a place where 
he lives. Even otherwise, it is desirable that this industry 
should be located at a place outside the habitation But will 
it not remain a cottage industry, if it is located outside . 
So is the case with Khandsari sugar and diary industries. 
Instances of such cottage industries, which cannot be con¬ 
veniently located in ones' cottages, can be very easily multi¬ 
plied But on this ground nobody can say that they will 
not be cottage industries. It is, therefore, not correct to 
lay down that an industry to be called a cottage industry 
must be carried on in the home of the artisan. 

(b) Sale and organisation. According to Industrial 
Commission, cottage industries have little organisation and 
are capable of meeting only local needs. Such an approach ,s 
exceedingly narrow, even wrong. There is no reason why 
cottage industries should not be efficiently organised. And 
do we not want cottage artisans to organise themselves in co¬ 
operative societies ? Will they, in that case, cease to be cottage 
workers 1 Again, why should it be laid down that the market 
for cottage products be purely local. As a matter of fact 
this is far from truth. There are a number of cottage industries 
which are very widely known, the products of which are 
not only distributed throughout the country, but are also 
exported to foreign countries. To mention only some of them, 
the silk, gold and silver threads and laces of Banares, the wood¬ 
work of Saharanpur and Nagina, the artistic brassware of 
Moradabad, the clay-modelling and embroidery of Luctoow 
the carpets of Mirzapur, the calico-prints of harukhahad 
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the like have a great name both in and outside the country. 
If these are not cottage industries, what are they then ? 

(c) Use of power and machinery —The use of power and 
machinery by cottage industries is a very intricate issue. 
Opinions on this arc sharply divided. The Bombay Economic and 
Industrial Survey Committee regard the absence of the use of 
power as the basic feature of cottage industry. If power-driven 
machinery is used in an industry, it is not, the}' say, a cottage 
industry. This view is shared by some others as well. In our 
opinion, however, the insistence on the absence of the use of 
power and machinery unnecessarily narrows down the concept 
of cottage industry, and at the same time limits its scope and 
usefulness as well. There is no reason why the cottage artisan 
should not avail of the knowledge and facilities evolved by the 
present-day scientific world. Many new types of tools and 
machines have been invented which can help the cottage worker 
a lot in improving both the quality and quantity of his produc¬ 
tion. But most of these latest instruments are such that they 
can be worked far more efficiently by the use of power than by 
hand. Why then debar the cottage worker from making use of 
power in order to effect improvements in hie trade which 

are so urgently called for ? 

W'o very well know what a great boon electric power is to 
humanity. It is, indeed., the greatest modern weapon for indus¬ 
trial supremacy. The economic progress of countries like the 
U. S. A. and Japan bears it out. Before second World War, 
every home factory in Japan was using electric power. Since 
the dawn of independence, efforts are being made in our country 
also to develop our resources. Many big schemes for power 
development are already in progress. On their completion, 
adequate and cheap electric power will be available even in the 
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countryside. It will be desirable on the part of the cottage 
artisan both in his interest and in the interest of the country. 
::r k 'e use Of power thus made avaUable. But in that cas, 
according to this view, many of the cottage mdustnes w.ll 
ZZ cottage industries 1 They will shift to the factory group 
or as Bombay Committee have put it, they w.ll come under 

the lead ‘small scale industry.” But this is to 

of cottage industry. As is well-known, the ,dea of cottage 

Industry is respected throughout the world. There ,s a genera 
feeling that cottage artisan shoul.l be helped and patromsed 
Certainly this feeling of sympathy and patronage w.ll not 

is used a small scale industry. Apart f.om this, 

cottage worker not to use power is to seal the fate of all future 

development. . . , „ K „ 

So we must broaden the concept of cottage mdustry by 

not treating the absence of the use of power as an essent.a 

condition That will widen the field for cottage mdustnes and 

so helT in removing the charge of inefficiency labelled on 

Ittage industries on account of the non-utifisat.on of unproved 

modern appliances, involving the use of power, even though on 

a small scale. 

Ml Number of people employcd-Somo define cottage 
industry as that 

assisted by t c mem er and also outside which exhibit 

cottage mdustrm^ “Jeottago artisan carries on the 
this characteristic feature. 1 t a „d children. 

not think it necessary to limit the scope y 
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of a family. Suppose a few workers, belonging to different 
families, combine together in the form of a co-operative society 
to join any particular industry. Will that industry cease to be 
cottage industry simply because there happens to be a com¬ 
bination of more than one family ? Or suppose on account of 
the expansion of work, or because of the peculiar nature of the 
work, the cottage artisan engages a few outsiders to help him. 
Will that tako away the character of cottage industry ? We 
do not think so. As a matter of fact, we want cottage industries 
to be organised on co-operative basis, without which there can 
be hardly any progress, the association of cottage workers 
belonging to more than one family must be given all possible 
help and encouragement. So in our opinion, we should recog¬ 
nise the right of cottage workers to combine and start any 
industry, provided of course the number does not exceed 
nine. The industry thus started should be deemed as a 

cottage industry. 

(e) Ownership of establishment .-Now we come to a very 
important test of judging whether a particular industry is a 
cottage industry or not. This relates to the question as to who 
is the owner of the establishment and to whom its profits go. 
We agree with Shree Chowdhry Mukhtar Singh when he says 
that: “ If an establishment is owned by a capitalist who uses 
his money for the purpose of explioting the workers for his 
own advantages, we would not call it a cottage industry. As 
long as, on the other hand, the ownership rests in the worker 
himself, or a combination of them, we shall call it cottage 
industry. The main criterion will always be whether a worker 
has lost his liberty in the establishment or not, whether the 
benefit of trade goes to the worker ultimately, or it remains in 
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the hands of the middle-man who does nothing else but 
exploits the workers for his own benefit. 

We have examined above the main tests which are 
generally put forward for distinguishing cottage industry from 
other types of industries. The analysis clearly brings out why 
some of the tests cannot be regarded as fundamental at all 
They are not, truly speaking, characteristic features of cotta e 
industry. It has been shown, for example, that it » not nec s- 
ary that a cottage industry should cater only to local needs, 
that it should be confined to any particular locality as far a 
the sale of its products is concerned. Nor is it necessary 
the work should be located in the home of the artisan «t • 
the employment should be limited to the members of a fam > 
Again it has been shown that it will be unjust not to M 
leTottage worker the use of machinery and power, particularly 
to-day when the scientific world is making so rapid P«g""- 

Keeping all these in view, we may define cottage mdust V 
in the following words : The term ■ cottage industry stands 
for all those industries which are worked by artisans n 
homes, or at some other place in the same locality with the h i 

of the members of their family, or withi n *w 
total number not exceeding nine), irrespec 
whether power and machinery arc used or not. 

Ill 

The Role of Cottage Industries 

The role of cottage industry in the national economy can 

be determined by examining its contribution owa 
solution of the fundamental economic problems of the • 

and thereby towards stepping up of the economy to lug 

and stable level. 
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Undoubtedly, the most important problem facing the 
country today is that of unemployment and underemployment. 
This is really the major cause of our appalling poverty. Unless 
Tve destroy the “ giant idleness ”, the establishment of a decent 
standard of living in the country would remain merely a pious 
hope. Let us see to what extent cottage industries will assist 
us in this all important task. We first take the problem of 
seasonal unemployment in the country. 

In spite of some progress made in the field of industria¬ 
lisation, India still remains an agricultural country par excellence. 
Nearly t hree-fourtks of the people are dependent on agriculture 
which is a seasonal industry. Consequently, agriculturists 
and agricultural labourers are generally without wotk for 
periods extending from 3 to 6 months in the year. This 
unemployment occurs at intervals and is of seasonal chara¬ 
cter. It has been estimated that more than 40 per cent of 
India’s occupied persons are seasonally unemployed. The 
presence of such a high amount of seasonal unemployment in 
the country is indeed a very serious thing. It not only unduly 
depresses the standard of living, but also intensifies the present 
deadlock between agriculture and industry. The provision of 
work during the periods of seasonal unemployment is, therefore, 
of paramount importance. But what is the most effective way 
of dealing with this problem? For the successful tackling of 
this problem, it is necessary that the work provided to the 
seasonally unemployed must be such which can be easily learnt 
and operated. At the samo time, it must not interfere with 
the main work. This condition can be fully satisfied only when 
the nature of the subsidiary job is such that it can be given up 
without any adverse effects on the main work. All these quali¬ 
ties are well possessed by cottage industries. They will give 


PROBLEM OF COTTAGE INDUSTRIES 


137 


employment at the very doors of the cultivators without 
■disturbing their main occupation. Hence the best way of deal¬ 
ing with the question of seasonal unemployment is to provide 
work through the development of selected cottage industries. 
This will not only give the much needed employment during 
the off-season, but will also serve as a second string to the bow 
because agriculture is a very uncertain industry. The increase 
in the purchasing power of the cultivators and agricultural 
labourers will have very favourable effects on agricultural and 
industrial development of the country. 

Next wo turn to total unemployment. Though 
the horrors of mass unemployment witnessed during the 
■Great Depression of the thirties have somewhat gone out of 
public memory, there are still millions of able-bodied and 
willing persons who are without work in the country. Pro¬ 
viding employment to them is absolutely necessary. Now, the 
question is where ihe surplus working population of the country 
can be usefully employed ? As far as our agriculture is con- 
eerned.it is already over-crowded. Millions of surplus workers 
need to be diverted away from land and given some other 
employment. As Planning Commission observe in the Draft 
Plan: “If agriculture is to be rationalised, means for absorb¬ 
ing surplus workers amounting, over the whole country, perhaps 
to a third of the population have to bo found.” 

Turning to large-t*cale industries, we find that their 

.achievements from the view-point of providing employment 
have been utterly disappointing. There has been considerable 
development of large-scale industries in the country during 
the last 30 years or so. The policy of protection, adopted in 
1922 led to a rapid development of several industries. 9 he 
World War II gave a further fillip to industrial development. 
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Yet inspite of all this, organised industries of the modern type 
afford employment to only about 2.4 million workers. On this 
basis, their further expansion can at best give employment to 
a few more million workers. That would still leave a large 
number of unemployed among the people of India. And we 
should also remember that our population is increasing every 
year at an approximate rate of 5 millions. Jobs would have 
to he found for this additional number as well. It is thus 
apparent that organisation of cottage industries on a very 
wide scale is inevitable, if the policy of full employment is to 
be sincerely followed in the country. Cottage industries have 
an important part to play in our economy from the view-point 
of securing maximisation of employment. 

Apart from the problem of unemployment, cottage 
industrialism has a strong case from the view-point of equitable 
distribution. True it is that at present the pressing problem 
is “to increase the size of the cake rather than its distribu¬ 
tion,” yet it must be realised that without distributive justice, 
production can never be satisfactory. In India, the grinding 
poverty of the masses and the super-abundant wealth of some 
is a naked fact which cannot be disputed. It is estimated that 
about one-third of our national income goes into the hands of 
one per cent of the people. Such gross mal-distribution of 
national income is a grave danger signal. It is leading to 
great social cleavages, discontent and disharmony. And at 
the same time, it is retarding the development of our economic 
resources. The needs of the vast majority of the population 
fail to exercise any influence on the volume of production. The 
result is under-production, leading to a further reduction in the 
income of the masses which, in its turn, leads to still greater 
under-production. Besides all these, inequitable distribution 
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may lead to social and political movements of a 

ami revolutionary character, « ^^ 

democratic society and which, though n ot 

to such tremendous inequalities of mcomes. 

Cottace industries have this in their favour that “ with 
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power of the rural masses, and also with the growing strength 
of the linguistic group. No one will doubt the necessity of 
arresting the growth of this tendency. For this, proper dis¬ 
persal of industries is essential. Here again, we shall i>nd that 
cottage industries would be the most ideal instrument for the 
above task. The expansion of cottage industries will rectify 
the unevenness cf occupational opportunities in different regions 
of the country. They will, in other words, cover the void left 
by the unfilled gaps in industrialisation. In case the resources 
of a region are such that large-scale industrialisation cannot be 
carried beyond a certain limit, an attempt may be made to 
develop cottage industries appropriate for the region to provide 
occupations locally, and thereby prevent an uneconomic exodus 
of working population. The role of cottage industries is of 
immense significance in maintaining the employment equili¬ 
brium among regions In fact, it has been recognised by almost 
all the economists that economic development should proceed 
on the regional basis so as to secure a balanced and even 
development of the country as a whole. Regionalisation is the 
cardinal feature of Soviet economic planning. There the dis¬ 
tinction between backward villages and congested industrial 
centres has been almost obliterated. In England also, the 
question of regional distribution of industries has been 
thoroughly examined by a Royal Commission which emphasised 
the need for balanced regional development and made appro¬ 
priate recommendations to that effect. Since India is yet to 
plan for the future, she can conveniently provide for the region¬ 
alisation and dispersal of industries, and thereby avoid the evil 
consequences of unplanned development of the country. 

Yet another consideration is tho necessity of maximum 
utilisation of national economic resources both in men and 
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materials. We must recognise the basic fact that there is 

paucity of capital in the country and abundance of man-power. 
Hence the obvious way of achieving optimum production is by 
making use of less capitalistic and more labour-absorbing. 
methods of production. In Europe and America, machinery 

and advanced technology were a necessity because these countries 

had plenty of capital, but they lacked an adequate supply of 
labour. Our problem is just the opposite. What we need is 
not labour-saving, but labour-absorbing device, consistent with 
a fair degree of productivity. Cottage industries are thus- 
eminently suitable far India in so far as, other reasons apart, 
the proportion of labour to capital is very high in them. 


Finally, we must pay attention to the ethical aspect of 

cottage industries. As a counter to the modern trend of 
materialism, which is responsible for so many evils cottage 
industries provide a very wonderful contribution. They tend 
to develop such qualities in the people as are of vital impor¬ 
tance for the healthy national development. Raw materials 
are fashioned in the homes and the very fact of creation stirs 
the soul of man. Culture and refinement come to the artisan 
through bis work amidst his kith and kin. Such a co-operation 
will not only lead to economy and render labour sweet, but 
will also develop the spirit of sacrihce, devotion and reverence. 
In brief, cottage industries guarantee that happiness which is 
the result of full exercise of a many-sided human life, not based 
on exploitation or misery of others. 


In the light of above considerations, no one can seriously 
dispute the extra-special' place of cottage industries in our 
national economy. India’s economic, social and geographical 
conditions are such that cottage industries must be given a 



142 


INDUSTRIAL PROBLEMS OF INDIA 


vital place in any Bcheme of economic planning. The above 
discussion should not, however, give the reader an impression 
that we are ignoring the large-scale industries which constitute 
the main bulwark of national defence and the base on which 
the foundation of the future industrial development will be 
laid. As a matter of fact, there is no conflict between cottage 
and factory industries. Both can and must exist side by side 
in a planned economy. In national interests both have to be 
properly integrated into one co-ordinated economy suited to the 
welfare of the people at large. 

IV 


Difficulties and Handicaps 

Recognising thus the vital role of cottage industries in 
ournationaleconomy.it becomes at once imperative to exa- 
mine the difficulties that lie in their way. This kind of study 
should form the basis of future lines of rehabilitation and 
development of cottage industries. 

At present the cottage worker has to struggle hard 
against numerous difficulties and handicaps, some of which 
are, indeed, too powerful for him. To mention briefly some of 
them, he is unable to get his raw materials. Being unorga¬ 
nised, he is greatly handicapped in getting materials which 
come from outside, and where the materials are obtained 
locally, he has to meet the competition of the agent of large- 
scale industries. The result is that he gets supplies which are 
neither regular and adequate in quantity, nor reliable in 
quality. He has to use bad stuff and even for that he has 
to pay comparatively higher price. All this unduly raises his 
cost of manufacture and also reduces the quality of the final 
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product. It is then no wonder that the cottage worker finds 
his competitive power in the market greatly reduced. 

Another handicap relates to the use of out-of-date tools 
and static methods of manufacture. Indeed, science has made 
phenomenal progress in the modern era, as a result of which 
great improvements have been effected in instruments and 
processes of manufacture. But all that is mainly confined to 
factory production. So far cottage industries have not been 
affected to any great extent by the progress of modern science. 
The cottage workers are too poor to maintain research labors- 
tories or seek the help of great scientists for conductmg researches 
on their behalf. The result is that ignorant and poor artisans 
are still carrying on manufacture on traditional lines with in¬ 
efficient tools. Production is, therefore, low and finish poor. 


Then there is the difficulty of finance. It is a common- 
nlace in Economics that a sound system of finance is indis¬ 
pensable for the successful working of any business enterprise. 
But when we look to our cottage industries, we find that there 
are practically no airangements for securing the necessary 
financial accommodation. The modern banks do not deal with 
the cottage artisans. So is the attitude of money lenders 
wh o specialise in financing cultivators. The work o cooperative 

credit societies is also usually confined to agriculture Thus 
U • „imnat a complete financial starvation on the part 
there is dealers of raw materials and Karkhan • 

i •“ m »«...»....«>■ -.»• 

'Tw «.*" •» “V 1 *” ” *" ly - 

^ • *. hindrance in the way of proper marketing. In 

most'cases'the terms of loan require the mortgaging of finished 
goods with the dealers. 
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Still another difficulty is that of proper marketing. As 
already referred to, there are many causes which are respon- 
sible for low output aud even for whatever little is produced, 

the cottage artisan fails to got a fair price. This is partly be¬ 
cause there is no contact between the producer and the con. 
sumer, and partly because the designs are out-of-dale and the 
general finish is poor and unattractive. Not infrequently, the 
goods are already mortgaged with the dealer of the raw materia a 
who usually deals in finished goods as well. Since the artisan 
is dependent on the dealer for the supply of raw materials and 
credit for his maintenance, he cannot afford to displease him. 
He has, therefore, to accept whatever the dealer wishes to pay. 
In case the future labour is not mortgaged beforehand, he sells 
his goods direct to the consumers on market days. But here, 
too, his lot is in no way better. Being without resources, he 
goes to market predetermined to sell his commodity. He knows 
very well the consequences of returning home with unsold goods. 
Therefore se 1 he must, and sell he dees but generally at 
very unremunerative prices. If he happens to get a casual 
customer he must thank his stars ; otherwise he has to dispose 
of the commodity ultimately when the trend of the market is 
downward. This is naturally so because he has no resources to 
wait or bargain for higher prices. Thus whether he sells his 
wares directlv, or through the dealer, he is unable to got a fair 
return for his labour. The worker, therefore, loses interest and 
pride in his work. Workmanship gives place to speed. The 
worker tries to retaliate by lowering the quality of the produce, 
believing in the maxim l Jaisa paisa waisa ham.' This affects 
the sales all the more adversely, leading to further deterioration 
of quality and loss of morals. 
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The cottage artisans have also to bear a heavy burden 
of taxation imposed on them by local authorities. Local Boards 
levy octroi duties on raw materials, at times on finished goods 
and sometimes on both. Under the existing conditions, these 
are ultimately paid not from the consumers’ pockets but come 
out of the standard of life of the artisans. Again, till recently 
cottage industries in the country have been the victim of both 
official and non-official neglect. 

Such is, in brief, the state of affairs in which we find 
cottage artisans helplessly struggle for existence. At present 
there is no proper organisation of either production or market¬ 
ing. Nor is there any suitable co-ordination between the two. 
Due to lack of organisation of production, the quality is poor, 
the finish is inferior and the designs are out-of-date. Absence 
of organised marketing limits market and leads to irregular 
sales and low prices. And finally because of lack of co-ordi¬ 
nation between production and marketing, some times 
unwanted goods are manufactured, and at times there is great 
over or under-production of goods. 

V 


Remedial Measures 

The above study automatically leads us to the field of 
suggestions for the reconstruction and development of cottage 
industries. Many of the above difficulties can be satisfactorily 
solved through the establishment of industrial co-operatives. It 
is, indeed, very disappointing that the co-operative organisations 
of cottage industries have so far made little progress. This is 
a matter which cannot be neglected any longer. It will, however, 
be too much to expect that, under the existing circumstances, 
the artisans will take up the work of organising themselves on 
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co-operative basis. The burden of developing cottage indue- 
tries and of teaohing the benefits of co-operation to the artisans 
must finally rest with the State Governments. Each State 
Government should select at least one district and make an 
intensive effort for the organisation of industrial co-operatives 
there. The Centre, on its part, should assist State Governments 
by giving grants, supplying controlled materials and developing 
export trade. This, however, does not mean that the artisans 
and the general public have no responsibility in this matter. 
Success on a large-scale can be rendered possible only when 
the sympathy, interest and active support of the public can 

be enlisted. 


We should also pay due attention to certain questions 
which have a vital bearing on the reconstruction of cottage 
industries. First of all, there is the need to give up our tradi¬ 
tional approach to this problem. Whenever there is any talk 
of developing cottage industries, we begin to dig the past and 


search for measures which can bring back the dead industries 
to life once again. It is very seldom that we think of new 
industries which can be successfully established in the country. 
This is a great mistake. We must remember that our problem 
is not only t o bring the dead to life, or to strengthen the vitality 
of the existing industries, but to arrange for the conception 


of new oneB. In this connection, we have to learn a great deal 
from other countries, notably from Japan and China. 


Allied to this is the lack of “ utility goods " produced 
by our cottage industries. Cheapness and utility cannot but 
be primary considerations for the poorer sections of the popu¬ 
lation. To-day, most of the cottage products are based on 
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highly artistic designs and, therefore, are so costly that 
they are beyond the reach of the common man. As such, there 
is the need to give a new orientation to production in cottage 
industries. While the production of artwares should be main¬ 
tained, cottage industries must also begin to produce utility 
articles for the average consumer. Otherwise, there is little 
hope of that expansion of cottage industries which we all 
desire. 

There is yet another aspect of the problem which 
demands our close attention. That refers to the quality of 
the product. The quality of cottage products is steadily 
deteriorating and trade morals are fast becoming loose. If 
we sincerely want that cottage industries should multiply 
and progress, we must arrest this tendency. The cottage 
worker must be taught to work upto specifications. The 
Government can greatly help in raising his credit in the 
market by evolving a mechanism for placing “ Quality Seal ” 
on the cottage products. 

Still another urgent need is to make suitable arrange¬ 
ments for the imparting of technical education to artisans and 
for the setting up of research institutes in order to extend 
the scope and improve the mechanical efficiency of cottage 
industries. The improved appliances and methods of manu¬ 
facture will need to be demonstrated in the very homes of 
artisans so that they may be convinced of their practicability 
and success. Arrangements should also be made to supply 
such instruments at concessional rates. At the same time, 
it is equally necessary that a part of trained technicians 
should go round the villages at regular intervals to acquaint 
the artisans with the latest researches and remove their 
difficulties in the using of new technique. 



•148 


‘ INDUSTRIAL PROBLEMS OF INDIA 


So what needs to be done, in brief, is that the Govern¬ 
ment should prepare a blue-print for the development of 
cottage industries. The task of planning cottage industries 
is, indeed, beset with numerous difficulties which require 
most careful handling. They are scattered over so vast an 
area and vary so greatly in their characteristic features 
from region to region that it is impracticable to adopt a 
uniform all-India plan. Planning will necessarily have to 
be on regional basis. Each region should appoint a special 
committee to undertake comprehensive survey of existing 
cottage industries and their future potentialities. The 
committee should also explore the possibilities of establish¬ 
ing new industries along with the places where they can be 
most suitably located. Again, efforts should be made to 
demarcate the spheres of operation of cottage and faotpry 
industries, as far as posible, in order to avoid undue over¬ 
lapping. To ensure better results, there should be a flexible 
adaptation and integration of cottage industries to the 
structure of large-scale industries so that the latter may aid, 
instead of weeding out, the former. Finally, though the 
responsibility of developing cottage industries will be on the 
State Governments, the Centre must co-ordinate the work 
done by tbem rendering specific assistance as and when nec¬ 
essary. This is essential in order to aviod wastes, resulting 
from regional conflicts and to bring a healthy development of 
the country as a whole. 


CHAPTER IX 

GOVERNMENT’S INDUSTRIAL POLICY 


Need for State Policy 

Active State assistance is a basic condition of industrial 
progress and development. It is well-known that the phenomenal 

rise of Japan in recent times was mostly due to the initial .ve 

taken by the Government in the initial stages of her industrial 
development. Germany grow under a vigorous policy of protc - 
tion, and in U. S. A. tariff played a very important part in creat- 
ing conditions for the favourable growth of her new industries^ 
State fosters new industries, helps the development of old 
ones, and by a sound policy of trade and tar,ft sustains the 
economy at a high level of employment and output. 

Centuries of foreign rule, however, put India under 
different conditions. She was denied the benefit of a sound 
economic policy for industrial development, the British 
Government had no interest in developing industries m India, 
if anything, it suited their interests to ruin Indian industries 
for the benefit of British manufactures. Cheap Britis , goo s 
flooded Indian markets, and no attempt was made to protect 
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the indigenous industries in India. The free trade policy 
which was adopted during the last century suited British 
interests, but it proved disastrous for the Indian industries. 

It was the first World War that gave a rude awakening 
to the Government about the futility of such an unwise policy. 
The weakness of the economy proved a heavy liability for 
the Government, and a Commission was appointed to enquire 
about the whole problem of industrial development *in India. 
The Industrial Commission Report which was published in 
1916 urged the Government to take active steps for industria¬ 
lising the country. 

Concrete steps for the development of industries were 
taken by the Government after the publication of the Fiscal 
Commission Report in 1922. The Commission recommended 
the adoption of discriminating protection for the development 
of industries, and the appointment of a Tariff Board for going 
into the whole problem of tariff requirements of different 
industries. The Government proceeded to implement these 
recommendations immediately. 

Under the policy of discriminating protection, there was 
some progress in industrialisation during the inter-war period. 
Sugar, paper, cement, match-box and chemical industries grew 
up, and old industries like cotton and steel made further 
expansion. But even though progress was made, it should be 
remembered that the achievement was insignificant compared 
to the total industrial requirements of the country, and that 
the whole progress was essentially halting and sporadic in 
character. There was no plan and order in progress and the 
result was an uneven and lop-sided development. The vital 
gaps and deficiencies continued to exist, and no systematic 
efforts wore made to remove them. 
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mistakes, and the capital went on strike.. The investors* 
market was nervous, and the first two years of independence 
were marked by sharp labour-capital conflict, declining invest* 
ment, falling out-put and rise in prices. The outlook, however, 
began to change for the better from 1949, and the increase 
in industrial production by about 6% in 1951 seems definitely 
to point to a hopeful future. 

II 

Policy Statement in Free India 

The economic policy of the Government in free India 
with regard to the development of industries was just made 
objectively clear in a policy statement in the Parliament on 
the Cth April 1948. The immediate background of the resolu¬ 
tion was the Report of the Economic Programme Committee 
of the All India Congress Committee which laid down the 
directives of the new industrial policy of the Government. 

Based on the Report of the Economic Programme Com¬ 
mittee, the Industrial Policy Statement of 1948 clearly laid 
down the views of the Government on matters like nationali¬ 
sation, State control over industry, role of cottage industries 
and the future of foreign capital. 

Broadly speaking, the policy statement assumed four 
categories of industries, and an attempt was made to clarify 
the position and the attitude of the Government with regard 
to each category. The first and the most important category 
was that vast and growing sector of the industrial economy 
which was to remain a pure monopoly of the Government, viz. 
the manufacture of arms and ammunitions, production and 
control of atomic energy, and management of railway transport. 
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It was further made clear that in a period of emergency, the 
Government could take over any industry vital for national 
defence. In the second category were included six major 
industries whose further development would be the respon¬ 


sibility of the State. The industries under this group were 
coal, iron and steel, aircraft manufacture, manufacture of 
telephones, telegraph and wireless apparatus. It was laid 
down that the private enterprise would be allowed to manage, 
control and develop these industries for a period of ten years. 
The Government would review the position after the end of 
that period, and if found desirable, it reserved the right to 
take over any unit of production. During this transition 
period, the Government would, however, provide all facilities 
to the private enterprise for the expansion and development 


of this category of industries. 

The third category included eighteen industries like 
manufacture of salt, automobiles, tractors, electric engineering, 
machine-tools etc. which would be generally run by private 
enterprise, but the State would have the power to control and 
regulate them and also to determine the new localisation of 
such industries. The Government also reserved the right o 
make any addition to the list that might be considered neces- 


sary in course of time. 

Finally, the industries not included in any of the above 
categories would be left over to private enterprise subjec to 

control and regulation by the Government in th ° ^ th ° e 
general welfare. While laying down the policy about 
true industries, the Government also recognised the importance 

523L. .«■ —«• —- !*•; ‘.r.— 

the national economy was fully emphasised, 

the development of these industries, the Government proposed 
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to establish a Cottage and Small-Scale Industries Board and 
also a Cottage and Small-Scale Industries Directorate within 
the Directorate General of Industries and Supplies. 

Apart from the general principle which the Government 
intended to pursue for industrial development, the policy 
statement of 1948 also made clear the attitude of the Govern¬ 
ment in relation to labour-capital relations. It was frankly 
realised that labour plays a very important role in industrial 
development, and peaceful industrial relations were a basic 
condition of industrial development. The polioy statement 
reiterated the Government’s desire to follow the policy agreed 
upon by the representatives of capital, labour and the Govern¬ 
ment at the Industries Conference held in December, 1947. 
Labour has not only a right to fair wages, but also the right 
to profits as a partner in production. Further, amenities 
would be provided to labour in the form of social securities 
and provisions for better housing. Machinery would also be 
oreated both at the Centre and in the States to ensure greatest 
possible collaboration between labour and capital and settle 
disputes and restore peace in cases of conflict. 

The policy statement also defined the attitude of the 
Government with regard to the problem of foreign capital. 
The Government recognised that it would be advantageous for 
India to get the help of foreign capital. But the import of 
foreign capital would be allowed only under certain conditions. 
First of all, acceptance of foreign loan would not imply any 
identification with the policy of power blocs. Secondly, foreign 
loans must be free from political strings. Thirdly, industries 
managed by foreigners must give Indians majority. interest in 
both ownership and management; and lastly, the foreign enter¬ 
prises must train suitable Indian personnel so as eventually 
to replace foreign experts. 
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eector made businessmen nervous, and the security market 
approached a verge of collapse. In a way, the fear of the busi¬ 
nessmen was not unjustified. Obviously, capital cannot flow into 
industries, if future prospects are uncertain. The industries 
which might pass under Government ownership after ten years 
cannot certainly attract new capital. In the sector where there 
was no threat of nationalisation, there was at least the fear of 
Government control and regulation. Moreover, the conflicting 
statements of the Government did not make it quite clear 
whether control and regulation would not be parried to the 
point of ownership and management. The capital went into 
a strike, and there was a series of charges and counter-charges 
between the Government and the businessmen for apportioning 
the share of blame for forcing in the major crisis. 

Considerable discussions took place about the merits of the 
Government’s nationalisation policy. Nationalisation of a 
limited sector of the economy is now an accepted principle in 
all countries and as such, there is nothing fundamentally wrong 
in the Government’s decision to nationalise some industries in 
India. In England coal, transport and electricity have been 
nationalised. Nor is there any reason to suppose that 
nationalised industries are inefficient, or that proper incentives 
for production would be lacking under Government manage¬ 
ment. Neither experience nor theoretical reasonings lead to 
any such conclusion. The Government have a right to 
nationalise industries which, it thinks, should pass under their 
ownership, and the businessmen should come to accept the 
fact. But at the same time, the Government too should,have a 
clear cut policy for nationalisation and not do anything 
which shakes business confidence. In other words, the plea 
for nationalisation, however convincing, should not be 
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construed as a cry for 'hasty and 

ownership, involving serious dislocation of production T 
programme for nationalisation should be well planned. It 
should decide upon priorities and methods of compensa- 
£and make arrangements for operating the acquired 

industries. 

It is however, a good sign that the confidence which was so 

rudely shattered is now slowly being revived, and 
is flowing into industries. The Planning Commission has mad 
it abundantly clear that the success of the plan depends to a 
great extent on the part that the private capital wil P^ an 
Z order to make capitalists play there part well, the Report 
recommends conditions which will give mcent ves to fresh 
ventures. The free enterprise is to be given a fair and long 
trial -and planning will create conditions to attract, and 
scare away private capital for the development of industries. 
The Government have, therefore, rightly-decided to go slow 
with the programme of nationalisation. Moreover, thePlanmng 
Commission has rightly pointed out that the rompens 

be paid to private industries will not only upset the Gov^ 

ment finance, but will also add to 8P ‘ d ' onne l 

ment do not have the adequate technical skill an p 
To satisfactorily run the newly acquired industr. . Jim 
diversion of Government resources and energies 

directions will simply hamper the ^ovlment 

Clarification of all these implications has made th G 

now to adopt the policy of “hastening slowly . Thejm 

ragement given to businessmen that no injustice would don 

ZZ has created a better atmosphere w ich has uow 

resulted in increased investment and out-put production. 
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On the labour front, the Government policy slowly pro¬ 
duced better results. The year 1948 saw the passing of the 
•consolidated Factories Act, the Employees’ State Insurance Act, 
the Minimum Wages Act, and the Coal Mine Labour Welfare Act. 
In pursuance of the policy of labour partnership in industries, 
the Government also sponsored a scheme of profit-sharing for 
labourers in certain seleoted industries and set up Tripartite 
Industries Council for consideration of all matters relating 
to industrial labour. The Fair Wages BUI parsed in 1950 
contemplates fixation of fair wages by Tripartite Wage Boards. 
The policy of labour welfare and labour conciliation has 
improved labour and capital relations, reduoed the number 
of disputes and improved the industrial output. 

The Government policy about the problem of foreign 
•capital is, however, still left vague and no clear-cut picture 

emerges about the methods that it intends to adopt. The 
Government have been importing foreign capital, though to a 
very limited extent. Whether more loans would be accepted 
and what are the conditions under which they would be 
acceptable, no weU defined policy has been laid down. The 
present position seems to be that the Government will even¬ 
tually accept a greater part, if not whole of it, of the billion 
•dollar aid which the U. fc>. A. is ready and willing to offer. 

Lastly, the publication of the Draft Plan has been the 
most significant event which concretises in very clear terms 
the defined objectives of the industrial polioy of the Govern¬ 
ment. The plan, it is stated, derives its industrial character 
from the directive principles of the Constitution which visualises 
an “economic and social order based on equality of opportunity, 
social justice, the right to work, the right to adequate wages 
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and a measure of social security for all citizens.” The Cornelia- 
sion emphasises a centrallydirected economy in which the 
State plays an active role, and there is close co-ordmat.on 
between the public and private sector. The State e hmited 
resources pre-supposes that the private sector will continue to 
play an important part in production as well as in distribution. 
With the acceptance of the National Planning Commission s 

Report of 1951, the industrial policy has, therefore, un ergone 
some very important modifications. In fact, the policy statement 

contained in the Draft Report does not simply ™PP' e “ en j 
but in a way supplants the tentative policy statement of 

1948. The plan, as is well-known, has laid down targets for pu¬ 
trid production, allocated priorities, and given an 
financial implications. The Commission has suggestedl sett, g 
up of a forum such as a National Development Council at which 
review of the working of the plan can be made from time t 
time The Commission visualises the plan as a living instru. 
S for the formulation and execution of basic economic 

policies of the nation. 

A very important piece of legislation which gives signi¬ 
ficant expression to the Government's industrial po icy is 
passage ? of the Industries ( Development and Control) B 
to October, 1951. Among other things, the Act see s o con ro 
the big industries by the important provision of l.cens ng fo 
tting up new firms. Under the provisions of the Act, any 
undertaking with a capital of Re. 1 lakh or over cannot be 
started without a license. By this power granted under 
law, the Government will be able to extend its oontrol over: nrg 
undertakings. Small firms with capital less than a lakh of rupee 
will be outside the scope of the law. Another avowed bpm 

of the Act is to prevent over-crowding offactor.es and concen 
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tration of industries. In other words, the Government want 
to change the location pattern of industries by encouraging 
their growth in different parts of this very wide country. The 
Act also authorised the setting up of Central Advisory Council 
as an advisory body and Development Councils as a supervisory 
organisation. 

• 

In its early stages, the Bill was not favourably looked 
upon by the commercial community. Businessmen apprehen¬ 
ded it as one more unwanted and unimaginative interference 
by the Government in the field of private economy. Some 
characterised it as even contravening the directives of the Plan¬ 
ning Commission which desire progress in the private sector 
with as little interference from the Government as possible 
under the present circumstances. In • its actual operation, the 
law will not be so harsh in its effects, provided powers are 
exercised with caution and imagination. 

In fact, it is not really laws that make or mar industrial 
progress. Ultimately, it is the intenion that matters. If 
the Government mean well, and if the businessmen also play 
their part well, industrial progress is sure to take place. The 
test of any law, or for matter of that, any industrial policy, is 
whether or not it increases production, improves efficiency, and 
encourages incentives. The Policy Statement of 1948, tho 
directives of the Draft Plan, and the Industries Act of 1951- 
all aim at increasing production. The present outlook is 
definitely better compared to the recent past, and what future 
holds for us and what conditions should be fulfilled to achieve 
success, all these are discussed in the concluding chapter. 


CHAPTER X 

INDUSTRIAL PLANNING AND OUTLOOK 

The Need for a Plan 

The Draft Plan has brought about a changed outlook in 
India. The need for a plan, particularly in a backward country, 
cannot be over-emphasised. Even a full employment economy 
must continuously plan to maintain the optimum level of output 
and employment. A backward country must necessarily plan 
to bring about optimum utilisation of resources and to improve 
the living standard of the poor masses. 

But planning for development is both complex and diffi¬ 
cult. The fundamental assumption in planning is that in the 
absence of State intervention and control, resources will either 
be not used for development, or if used, they will canalise in 
wrong directions. The State must, therefore, come forward to 
plan for utilisation of resources, and what is more important, 
canalise resources in the right direction. 

But this again raises a number of issues. Why do the 
resources not get utilised ? What should the State do to promote 
more productive utilisation of resources ? What arc the 
problems that the State will have to solve for implementing 
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plans ? What are the results, near and remote, that will 
follow State planning ? These and other issues are briefly 
answered below. 

Resources do not get utilised either because there is 
ignorance about the possibilities of such utilisation, or because a 
proper incentive is lacking. The first alternative may be 
ruled out because it is common knowledge that resources can 
and also should be more fully utilised to improve the living 
standard. The failure to do so, therefore, implies that proper 
incentives for fuller utilisation of resources [are lacking. The 
first task of planning authority is, therefore, to create conditions 
where increased investments become possible; and if private 
investments do not take place, the State itself must come 
forward to undertake and plan for investments. 

The basic condition of increased investment is additional 
capital formation. It has been pointed out before why and 
how a poor country faces difficulties in having increased capital 
formation. The current income is too low to allow a margin 
of saving for increased investment. The whole or nearly the whole 
of income is used up in current consumption, leaving nothing 
or nearly nothing for new investments. At this stage, the State 
must come forward to help capital formation. 

We may now pass on to answer the second question, 
viz. what can the State do to promote investments? The 
answer is that under democratic conditions, the State can apply 
the tools of fiscal and monetary policies to help and mobilise 
savings for investment purpose. Butin a backward country, 
such tools can be used to achieve only very limited objectives, 
and hence the State must necessarily plan on a very moderate 
scale. Taxation and borrowing do not yield a sufficient amount 
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to make possible an investment on a large scale,—and it takes a 
long time before planning in a poor country can achieve subs¬ 
tantial results. Alternatively, the State can borrow from foreign 
■countries to accelerate the rate of development. 

Having raised finance through taxation and borrowing, 
and if need be through foreign aid, the State is then faced with 
the actual problems of implementation of plans. This leads us to 
the answer of the third question posed before. The immediate 
problems faced in the actual implementation of plans are three 
fold. Firstly, targets which are conceivably achievable or 
considered desirable to achieve are to be fixed. Secondly, 
priorities are* to be fixed, and thirdly, proper allocation of 
resources is to be made for production according to targets and 
priorities fixed. 

The need for solving these problems is self-evident. Unless 
targets are fixed, plan has no meaning ; and given targets, 
priorities must follow. There is no point in planning for in¬ 
creased production in textiles without first planning about 
increased production of textile machines. Given both targets 
and priorities, resources must be procured and properly alloca¬ 
ted for the implementation of the plan—for without allocation 
of resources planning is as good as no plan at all. This inci¬ 
dentally implies that planning must be based on the estimate 
of resources. 

Finally, what are the immediate and remote effects of plan¬ 
ning ? The immediate effect of planning is increased expen. 
diture and procurement of resources. The increased expenditure 
may lead to inflationary trends, and procurement of resources 
to rise in factor prices and increased costs. Planning, therefore, 
implies the need for an effective price control policy. Price 
control should extend over the whole range of economy rather 
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than particular sectors. Price control must also be accom¬ 
panied by income control, and wages and profits should be- 
kept within limits. So long as there are unemployed resources, 
rise in factor prices may not be very high. But aa soon a» 
bottlenecks appear, the danger of rise in prices beeomes real. 

The remote effect of planning is increased employment, 
out-put and income. In other words, increased wealth brings 
prosperity and creates welfare through improved standard of 

living. 

II 


Tbe Draft Plan 

The Planning Commission’s draft outline of a National 
Development Plan, released in July 1951, envisages a total 
outlay of Rs. 1793 crores in the public sector during the 
period from 1951-52 to 1955-66. The Commission has separated 
that part of the Plan, costing Rs. 1,493 crores, which should be 
executed at all costs. This is expected to restore the pre-war 
availability of essential consumers’ goods by the end of 1955-56, 
the increase in the population during the period being estima¬ 
ted at 26 millions. The second part of the plan, costing Rs. 300* % 
crores, is to be taken up, if sufficient external‘assistance be¬ 
comes available. This is intended to ensure a somewhat 
higher rate of development during tbe next five years. 

The priorities set out in the outline relate mainly to the 
completion of programme in hand, including rehabilitation of 
displaced persons, increasing production of food and raw 
materials, consolidation of the progress already made in social 
services and providing for gradual expansion. 
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The allocation of expenditure is high—and understand^ 
«o-for agriculture, rural development, irrigation and power at 
about Rs. 641-90 crorea, nearly 43% of the total. Trans¬ 
port and communications account for 26.1%, industry 6.7 

social services 17%, rehabilitation 5.3%, and miscellaneous 

19 % # 

The share of expenditure between the Centre and the 
States has been put at nearly half and half basis with Rs. 734 
orores for the Centre and Rs. 758.78 crores for the State Govern- 
ments. Expenditure on Central Government account for the 
first two years will be a little high at about Rs. 315.89 crores. 
The cost of States Governments' proposal embodied in the Plan 
will be about Rs. 137 crores for Madras, Rs. 120 crores or 
Bombay, Rs 91 crores forU. P„ Rs. 68 crores for West Bengal, 
Rs. 55 crores for Bihar. Rs. 45 crores for Madhya Pradesh, 
Rs. 15 crores for Punjab, Rs. 15 crores for Orissa Rs. 1- 
crores for Assam, Rs. 40 crores for Hyderabad, Rs. 36 crores 
for Mysore, Rs. 22 crores for Madhya Bharat. Rs. 8 crores 

for Pepsu, and Rs. 6 crores for Delhi. 

Development proposals for industries are likely to agu- 
ment the production of steel by 3 lakh tons from present out¬ 
put of 10 Ukh tons, cement by additional 20 lakh tons from 
1 present 26 lakh tons, aluminium by 16 thousand ton, paper 
by 56 thousand tons from the present 2 lakh tons an 
4 lakh tons from the present 21 million tons. The P~d» e 
of newsprint at the five-year period is expected to be at 24,00 

*xm8. 

Regarding the availability of internal finances, the Com- 

• • I nnPR that the Central Government would try o i 

mission hopes that toe v^ci revenue 

tain a surplus of Rs. 26 crores per annum in the 
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account. It thinks that the additional revenue Bhould become 
available to the States.over the five-year period through higher 
income from land, estate duties aud wider coverage and better 
administration of sales tax. 

Long-term borrowing from the public is estimated to 
yield Rs. 115 crores to the Central and State Governments. 
The Central and State Governments are thus expected to find 
over Rs. 1,121 crores to finance the plan, leaving a balance of 
Rs. 672 crores to be obtained from other sources. In the first 
part of the plan, the deficit is estimated *to be Rs. 372 crores. 
This would impose a definite strain on the economy which 
would be diminished by drawing on the sterling balances. A 
resort to deficit financing to the extent of Rs. 290 crores seems 
in any case unavoidable. 

Foreign capital, the Commission [feels, should be wel¬ 
comed, especially if it ensures the supply of capital goods, 
technical knowledge, and the use of foreign patented processes. 
To encourage the flow of foreign capital, the Commission has 
emphasised the Government’s declared policy of non-discrimina- 
tion between foreign and. national undertakings. 

The Commission, while emphasising the need for conti¬ 
nuance of controls, has suggested that the public should be 
educated on the positive role that controls play in a planned 
economy. It has recommended that the administration of 
controls may be improved by placing them in charge of the 
best available officers, by distribution of controlled articles as 
far as possible through co-operative and other institutions, and 
by adopting strong measures to stamp out anti-social activities. 

The Commission also emphasises the need for developing 
the cottage industries, provision for better housing and secur- 
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tag shelter and gainful employment to the ^ 

Finally, the plan does not provide for any consumable erten 
ftan of public sector in the industrial sphere, -d m ca^ of 
nationalisation fair and equitable compensation should be paid. 


TTT 


Evaluation of the Plan 

The question that naturally suggests itself is : Wh*t 

.1 development ef d-d- » ' J Zl 

common criticism about the plan is pmo hasised the 

of an agricultural bias and has rather "^e.op- 
importance of agriculture at the cost 

nJnt. But on cooler reflection, it agri . 

Commission is justified in giving a very es9ent ial raw. 

culture. Self-sufficiency in food and eome o ti . 

materials like jute and cotton to a v.tal condr.cn forte ^ ^ 
ment of industries. As Mr. Dobb as pom ’ {onnatioQ 

backward countries, the surplus necessary f P ^ 

must come from the agricu tura sec • ^ f import of 

ment would create surplus w ,c w„u,a haa . 

7— Statrss 

“C;---t;:: :: ^ 

the surpluses that are available from it. 

Another criticism of the plan is that its ‘" get ® oplc {or a 
too moderate to arouse the ent.iusia ^ ^ plan ouly 

itis thus no ’ 
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a plan for development, but only a plan to prevent further 
deterioration. In other words, in the first’comprehensive plan 

t 

for India, progress is rather negatively conceived. 

But as against this criticism, it can be said that the 
Draft Plan is only a plan for further plan, and not a compre¬ 
hensive plan by itself. That is, what the Draft Plan aims at 
is to create conditions of development in which further plan 
becomes possible. That way, it is good that in the initial 
stage, its targets are moderate, and it can be said that its very 
moderation is its own strength. It should be clearly reoognised 
that within a democratic frame-work, the Commission cannot 
abopt methods which would make possible a more accelerated 
rate of development. In the very nature of things, the 
progress is bound to be slow. The Commission calls this 
moderation a healthy realism,and certainly this realism comes 
as a relief when contrasted to previous plans which fixed 
targets that could never be achieved. 

A more valid criticism, however, is that the plan has 
failed to make a judicious allocation of expenditure to different 
lines of industries. It is somewhat surprising that no big change 
is envisaged in the case of important industries like steel and 
cotton textiles, while too high targets have been set up for less 
important industries. For instance, 6oap industry would have 
more installed capacity, even though it is working at prepent in 
less than half of its installed capacity due to slackening of 
demand nnd lack of raw materials. How can one assume that 
as these industries expand, raw materials would be abundant 
and that effective demand for the products of these indus¬ 
tries would also simultaneously increase ? 


INDUSTRIAL PLANNING and outlook 


169 


It is again equally confusing that the Commission has 

, . fQ Rnme verv important consumer goods 

not raised the targets of som y ^ nnnoaite 

industries. The Commission has proceeded on the opposite 

%£££ £ "tTetrntTve 8 ! ^prices £ 

“iz» ijsss— 

i"" sz •.« 

standard. Effective demand at the current p But 

cannot be the only determinant of P' oduc ^ J d due . 
the plan did not take that wider view, and — J of 
tion targets for consumer goods Jby the naito V d 

effective demand which, under the present condition, 

to be very low. 

Further, the Commission has assigned definl< * ^jnciple. 

small-scale producers which is n0t ^(^^“"neffieient pro- 
. Fixation of quota will encourage firms. 

ducer8 to hold on at the cost ot nmre efficmnt arge a ( 

This would result in high prices which would 

burden on the poor consumers. 

In fact, one of the maior 

Planning Commission is that it has no P _ JP^ to hig) , er 

involves an additional expen iture w n by the ncw 

prices. Further the increased d°™ ^ { PJ ^ and 

activities of the Government wou js9ion ha9 not at 

thereby lead to increased costs, i nor 

all made it clear what would be the new set-up P 
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has it laid down any policy about the factor-prioes. Will the 
State buy the production resources at the current prices, or 
simply fix arbitrary prices. A detailed consideration on these 
lines would have been more helpful, but there is a clear gap in 
the Report about these fundamental issues. 

In the industrial sector, the Commission should have also 
given an estimate of man-power budget. Industrial planning, 
without the man-power budget, is hardly realistic. On a 
similar line, the Repart also fails to give on outline of a land 
utilisation scheme. The Commission has simply fixed the food 
targets without giving a clear picture about the area of land 
that should be utilised for growing the additional food. 

Summing up, it would appear that the plan suffers from 
many defects both in principle and in detail. To makethe plan 
more comprehensive, these details should have been worked 
out. In point of principle, the plan however looks realistic 
enough. The Commission has frankly recognised the limitations 
under which it has worked, and the very limited objectives that 
it can really hope to achieve. But yet, the feeling remains 
that too much cannot be made of limitations. After all, it is 
one thing to recognise limitations and another to over-come 
them. The Commission was expected to plan for over-coming 
the limitations of a backward economy—and it has succeeded in 
doing its job only partially. Hence the plan remains a 
moderate, if not a mediocre, one. 

IV 

The Outlook 

The first five years of independence have passed through 
a process of trial and error. For our errors, we have sometimes 


INDUSTRIAL PLANNING and outlook 


171 


.. ,„ lv During the first two years, labour strikes, capital 
paid dearly. wuriDg created chaos and 

*rr—- 

bad to worse. 

... “r,l« 

ho»...r, b.g.. 10 ‘inltiLd in 1948, th. Fi™ 

truce of 1947, Industr al Pohey of iabour 

year Plan as outlined *». P«" 

irr— efforts and the downward trends in the 
economy were halted. 

Th e year 195. saw a definite turn in the tide of e»non- 

events. More capital is now ^ZrZ pr— ba » 
;:""1X--Ch as 14%; and prices are 

also showing falling trends. 

Will these improvements be n> a 'K tal “ d “^“^men- 

There is no reason why they s ou ■ ^ indu9tr ial 
tation of the plan will increase produc tio 

and agricultural sectors. The completion the r ^ 

projects will change the bas.c chara ter ^ the , 

which in turn will react—and indeed y 

industries. 

But at the same time, the po^es of » 

cannot be quite overlooked. The oo b ^ . g not et Ul* 
weakness in the economy; raw materia a f u | ma y get- 

removed; labour-capital relationship, W e pay 

strained at any moment. Vigilance is P 
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for economic progress—and self-complacence may badly harm 
ihe cause we are so ceaselessly pursuing. 

Economic plenty is, indeed, still far off, but somehow we 
Are somewhat near, at least much nearer than before, to a point 
of stability. Let us consolidate gains achieved, and plan 
steadily for achieving more. 



